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CAPACITY SWAPS BY GLOBAL CROSSING AND
QWEST: SHAM TRANSACTIONS DESIGNED
TO BOOST REVENUES?

TUESDAY, SEPTEMBER 24, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2123, Rayburn House Office Building, James C. Greenwood (chair-
man) presiding.

Members present: Representatives Greenwood, Stearns, Gillmor,
Burr, Whitfield, Bass, Tauzin (ex officio), Deutsch, Stupak, Strick-
land, and DeGette.

Staff present: Jennifer Safavian, majority counsel; Casey
Hemard, majority counsel; Ann Washington, majority professional
staff; Kelli Andrews, majority counsel; Tom Dilenge, majority coun-
sel; Mark Paoletta, majority counsel; Brendan Williams, legislative
clerk; Edith Holleman, minority counsel; and Nicole Kenner, minor-
ity research assistant.

Mr. GREENWOOD. Good morning. We welcome our witnesses and
we welcome our guests. The Chair will recognize himself for the
purpose of making an opening statement.

Good morning and welcome to the Subcommittee on Oversight
and Investigations’ first day of hearings on a series of highly ques-
tionable business transactions involving the Global Crossing and
Qwest Corporations. In particular, this committee is interested in
what are referred to in the telecommunications industry as “recip-
rocal fiber optic capacity transactions,” more commonly known as
capacity swaps.

Ideally, in a globally competitive marketplace, the ability of one
telecommunications firm to purchase capacity from another im-
proves market efficiency and shareholder value by eliminating net-
work bottlenecks and reducing redundancies. In such cases, a firm
that is experiencing increased demand on its own network can use
such a purchase to meet increased customer demand. If on the
other hand the telecommunications firm purchases increased ca-
pacity in a market of shrinking demand, that raises serious ques-
tions about the underlying rationale for such a purpose and in
cases where two firms engage in a capacity swap in which both
firms are confronting shrinking markets, that raises further ques-
tions as to the business motives behind these transactions.
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It is this variety of dubious transactions in which both Global
Crossing and Qwest engaged that we will examine in the course of
our hearings. Were these capacity swap transactions undertaken to
do new business opportunities or were they merely designed to pro-
vide the appearance of expanding business and growing revenues?

Evidence uncovered by this committee’s investigation suggests
that the latter is true. Confronted with shrinking markets and de-
clining business volume, executives at Global Crossing and Qwest
used capacity swaps to conceal slowing growth by booking fictitious
revenue.

The importance of these swaps to the financial image these firms
were seeking to create becomes clear as we examine the details.
Global Crossing reported $720 million in cash revenues from the
sale portion of these capacity swaps in the first and second quar-
ters of 2001 alone. At the same time, we have acquired Global
Crossing documents that suggest a significant portion of these
transactions were constructed solely to meet the company’s publicly
announced revenue targets. The documents suggest that it was less
important to the executives authorizing these swaps what capacity
was actually being purchased by Global Crossing as was the per-
ceived need for consummating the transaction itself and booking
the revenues.

Documents also suggest that the amount of capacity to be pur-
chased and sold in these swaps was remarkably fluid, allowing dol-
lar values that could be set as necessary to bridge the gap in the
firm’s ability to meet a particular quarters revenue numbers. It
was not the value of the transactions themselves, but rather the
urgency to complete them by the end of certain quarters that drove
the deals.

As further evidence of the strategy, we have e-mails showing
that the sales team was the driving force behind these deals, while
the network people, those who would know whether or not such ca-
pacity was needed, questioned the rationale for many of these pur-
chases. Moreover, Global Crossing apparently continued to engage
in these questionable transactions even while an internal review
was underway to determine how to dispose of excess capacity ac-
quired through previous swaps.

This review subsequently revealed that Global Crossing lacked
sufficient working capital to incorporate roughly $1 billion of the
purchase capacity into its network. In the end, this overextension
cost the company dearly as it was forced to try to find buyers of
this excess capacity for pennies on the dollar.

Global Crossing filed for bankruptcy on January 28, 2002, the
fourth largest bankruptcy in United States history. As a result, its
investors, average American families, lost $54 billion and nearly
10,000 employees lost their jobs.

As for Qwest, the company reported revenues of more than $1
billion from network capacity sales in 2001. But as it turned out,
more than two thirds of those sales were swaps in which Qwest si-
multaneously purchased similar amounts of capacity from its pur-
chasers.

Moreover, documents and interviews make plain that the com-
pany strategy was to book up front as much revenue from these
swaps as possible, even though Global Crossing and others in the
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industry generally booked such revenue gradually over the life of
these long-term contracts.

To recognize revenue from these swaps up front, the deals had
to meet certain accounting criteria, such as the inability of the pur-
chaser to freely alter the capacity route at a later time, which
made it harder to get other companies to agree to such purchases
from Qwest.

What we’ve learned in our investigation is that in an apparent
attempt to circumvent these and other accounting criteria, Qwest
executives and employees entered into side agreements with trans-
action partners to permit the purchaser route flexibility while keep-
ing the finance and accounting personnel in the dark.

We also have discovered that Global Crossing personnel agreed
to structure these swaps with Qwest in such a manner as to permit
immediate revenue recognition by Qwest so long as Global Crossing
§ecei§ed oral promises that the contracts’ terms would not be en-
orced.

Just this past Sunday night, Qwest announced that it was going
to restate approximately $950 million in revenue that it recognized
from capacity swaps between June 30, 2000 and the end of 2001.
These are the very swaps that have been the subject of our inves-
tigation and investigations by other Federal authorities.

While we do not yet know the specific findings that led to this
restatement, all Qwest has said so far is that its policies and prac-
tices did not support the company’s prior accounting treatment for
these swaps. We believe their restatements eliminate the signifi-
cance of the problems we have identified.

Although Global Crossing utilized different formal accounting
methods for its swaps, its pro forma financial reporting which in-
cluded virtually the full value of the sale side of the swaps in its
cash revenue and earnings numbers can also be said to have mis-
led investors and there are questions as well as to whether the Se-
curities and Exchange Commission and the Financial Accounting
Standards Board were sufficiently proactive in dealing with the im-
portant issues arising from the increased use of such swaps
throughout the industry.

We will seek to address these vital issues more in depth during
the second day of our hearings into these transactions next week.

Like many other telecommunications firms in the late 1990’s and
the first 2 years of this century, Global Crossing and Qwest were
confronted with a declining market for their products and a glut in
telecommunications capacity. By now, this has become a familiar,
if disturbing story. In the go-go 1990’s when irrational exuberance
of the marketplace dictated that stocks only increase in value,
meeting Wall Street’s expectations, came to be seen as the para-
mount duty of all too many corporate executives. But that cannot
justify what these firms seem to have attempted with these swaps
any more than the bizarre partnerships at Enron, with the ginned
up books at WorldCom. In every case, these short term efforts at
hiding the true facts only serve to dreadfully distort the stock mar-
ket’s ability to efficiently allocate resources, the critical genius of
our economy.

This number obsessed atmosphere also placed employees of these
companies in untenuous positions. At today’s hearing we will hear
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from some of those current and former employees from both compa-
nies. They have come forward to help us understand these trans-
actions in more detail and to grasp the importance of these swaps
in meeting Wall Street’s expectations.

Some also will describe their concerns with these swaps and the
efforts they took to raise red flags within the companies.

Our second day of hearings will allow us to ask the high ranking,
current and former executives at these companies about the legit-
imacy of the swaps, the impact these swaps had on their financial
reporting and what, if any, steps they have taken to avoid similar
situations in the future.

I welcome all of our witnesses today and I will now recognize the
ranking member, Mr. Deutsch, for his opening statement.

Mr. DEuTsCH. Thank you, Mr. Chairman, and thank you for
holding this very important hearing. It has been 10 months since
this committee began investigating a string of corporate scandals
ranging from last year’s collapse of Enron to the admission of
WorldCom that it improperly booked $3.9 billion in expenses as
capital costs.

Since then, we have seen the demise of other companies, Tyco,
Delphi and these companies have unfolded because of questionable
accounting and misuse of funds by top officers.

A new sense of responsibility and fear has entered into corporate
suites and board rooms across America. These scandals have been
devastating not only to employees, retirees and shareholders, but
to our Nation’s economy. Congress must work to reverse this trend
of corporate malfeasance until ultimately all publicly traded cor-
porations recognize that their duty is to all of their shareholders,
not just to chief executives and other top insiders.

Today, this committee will be hearing testimony on two tele-
communications companies where in an effort to keep the stock
prices high, the chief executives imposed unrealistic revenue goals
on their sales staffs at the same time the industry was facing a
glut of fiber optic resources and a sharp drop in prices.

In order to meet these goals, Global Crossing, Qwest and others
engaged in swaps of fiber optic capacity under which each claimed
revenues through creative accounting techniques. In Sunday’s an-
nouncement of a $1 billion plus restatement, Qwest placed the
blame on its accounting firm. What was left unsaid, however, is the
reason that we’re all here today, that Qwest and these other com-
panies knowingly entered into many deals which they knew had no
real business purpose except to recognize revenue.

This committee has reviewed dozens of e-mails in which sales
staff openly admitted that these deals were for revenue recognition.
As early as June 2000, Robin Wright of Global Crossing wrote to
David Walsh, Global president, that her “biggest concern about
Qwest is buying something we don’t really need to trade for the
revenue.” This desperate attempt to meet the numbers probably
reached its lowest point when some of the Qwest sales staff made
undisclosed oral and written representation to several companies’
sales staffs that would have allowed the portability of the assets
that were allegedly sold.

Neither the accountants nor the internal orders were told of
these agreements. One such agreement was essential to sealing a
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$109 million year end deal which sent from the computer of Qwest
president, although he claims no knowledge of the message and ev-
eryone else denies sending it. Although the existence of this e-mail
has been known for almost a year, the company inexplicably has
not yet finished its investigation of who sent it, how it was sent or
even taken affidavits from the involved employees. These side
agreements, had they been known to Qwest accountants would
have completely changed the accounting and reduced Qwest’s rev-
enue by hundreds of millions of dollars.

At Global Crossing, employees tried to carry out two opposing di-
rectives. The network engineers had been ordered to reduce the
amount of capital expenditures while the sales people were spend-
ing it on whatever deals that they could, just to book revenue. The
culmination of the unraveling of the situation is when Global did
not know whether or not Qwest was trying to sell something that
it already had bought.

Mr. Chairman, the people who will testify today did not set out
to disrupt the lives of fellow employees, retirees and shareholders.
However, most made no attempt to step these unethical and pos-
sibly fraudulent deals.

As we learned from Enron, Global Crossing and Delphi, Qwest
and others, corporate abuses demand real solution. It is my hope
that these hearings will provide the insight needed to restore the
public’s face in their investments. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman from Florida
and recognizes the chairman of the full committee, Mr. Tauzin for
an opening statement.

Chairman TAUZIN. Thank you, Mr. Chairman, and let me extend
my warm appreciation again to you, Mr. Deutsch, and to Ranking
Member Dingell for the extraordinary cooperation and assistance in
the continuing bipartisan committee investigations into corporate
responsibility failures. We could not do our work without that spir-
it of bipartisanship and the agreement not to politicize these hear-
ings. And again, I want to extend to you publicly our compliments,
our thanks because Chairman Greenwood and I are deeply appre-
ciative that we’ve been able to make such progress because of that.
Thank you.

When we set out to get to the bottom of Enron’s financial col-
lapse back in November last year, we said we’d pursue the facts
wherever they might lead. And we did so with the kind of stubborn
determination that eventually showed the public how the deceptive
and greedy actions of a few executives could bring whole companies
down to their knees, destroy employee futures, families and bring
financial devastation to honest and hard working employees and
most notably to the whole structure by which investors invest in
public companies.

I'm sad to say this threat of greed and deceit in the executive
suite and the board room seems to have run through other once
high flying companies as well. The hearing beginning this morning
will shine a light on the activities of two well-known telcom firms,
Global Crossing and Qwest. And I'm disappointed to say the evi-
dence amassed by the committee and our joint investigative team
raises once again some very troublesome questions about the be-
havior of certain individuals entrusted with making the right deci-
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sions for a company, its employees and for its real owners, the in-
vesting community of America, the pension funds and the indi-
vidual investors who believe these companies are on the up and up.

What we have before us today are transactions involving the ex-
change of long-term leases, so-called swaps of fiber optic capacity,
otherwise known as IRUs, indefeasible rights of use that appear to
derive from quite the same deceptive impulses that drove a handful
of Enron executives to destroy that company.

Enron executives’ central deception was to engage in transactions
that were designed to push the debt of that company off the books,
to hide it from the Wall Street investment community, the rest of
us who were investing in Enron and indeed to give a false picture
of the company’s financial position, all in an effort to prop up its
stock price.

Well, today we’ll hear a similar set of efforts to deceive Wall
Street and the American investing community. In this case we
have evidence that Global Crossing and Qwest executives received
sham transactions to put revenue on the books, to mislead inves-
tors and to prevent further drops in their stock prices. Interest-
ingly, just last week, Mr. Chairman, Qwest announced a $1.4 bil-
lion rewrite of its income indicating the dimensions of this fraud.

I think it’s important to put it in layman’s terms, what we dis-
covered here. There is a legitimate thing called an IRU, a swap of
capacity and there’s a legitimate accounting treatment of it. If it’s
real capacity, if it’s really swapped, and it really occurs and it’s
specific capacity that’s being swapped, accountants are allowed to
treat that as a capital lease, in effect, almost a sale, an account for
income, either immediately over the term of the capital lease.

But if there’s portability in the deal, if the capacity is not really
specified, if you can move it around, if it can be other places and
other times, if there’s portability, there’s flexibility in that deal,
generally speaking, that’s not a real capital lease. That’s an oper-
ating lease. And what we discovered with documents indicating
side agreements, side agreements that redefined the nature of
these swaps conducted between Qwest and Global Crossing and
some other companies, notably FLAG Communications, Cable and
Wireless, as well as Global Crossing, side agreements which if
known to the accountants would have led them to believe that
there was misaccounting going on, that these agreements were not
really capital leases and should not have produced income on the
company’s books.

Even worse, Mr. Chairman, we discovered documents indicating
oral agreements. Now Qwest will deny it, but we have documents
from FLAG and from Cable and Wireless and Global Communica-
tions indicating oral agreements, the winks and the nods, that
these swaps were not really the kind of swaps that could be treated
as capital leases; the winks and the nods, side agreements, either
written or oral, that indicated these companies were engaged in de-
ception and fraud to try to make it look like the company was mak-
ing money when it really wasn’t, to put income on the books that
didn’t exist and to tell investors a false story about the progress of
these companies.

We'll also hear a la Enron of employees who tried to warn the
higher ups that certain deals were inappropriate, who worried
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about wearing orange and black and white stripes, who worried
about the fact that these deals wouldn’t stand the light of day, that
if the light ever shown on them, folks would know that they were
fraudulent and deceptive, and yet those warnings were ignored.

Witnesses before us were well aware of the transactions under
scrutiny today and I'm sure we’ll have some dispute about what
were legitimate business transactions and what were basically de-
ceptive ones, but what is undoubtedly clear is that we have a case
where people within the company thought they were deceptive,
tried to warn someone about it, and were brushed aside.

Mr. Chairman, our duty is to pursue the facts and the evidence
and I believe it’s essential that our committee examine evidence of
deceptive practices and behavior which is so poisonous to the public
trust and the integrity of the financial markets.

Mr. Chairman, you’ve been dogged in your pursuit of corporate
responsibility and accountability in these cases and I believe that
dogged pursuit is eventually going to help us restore trust and in-
tegrity because companies watching these hearings, executives and
board members watching these hearings, watching the light of day
shown on these practices, are going to know that they can’t do it
any more. They’ve got to be honest with investors and they've got
to think a little bit more about the companies and the employees
they destroy when they play games like we discovered were being
played at these two enormously important corporations.

Thank you, Mr. Chairman. I yield back.

Mr. GREENWOOD. The Chair thanks the chairman of the full com-
mittee and recognizes the gentlelady from Colorado for an opening
statement for 5 minutes.

Ms. DEGETTE. Thank you, Mr. Chairman. I'd like to thank the
chairman for having this hearing today. Qwest is headquartered in
my District, Denver, and it employs 15,000 people in Colorado, so
you can imagine my constituents’ interest in this matter.

When I was reviewing the e-mails that form a basis for a lot of
this hearing, I couldn’t help but think about my grandmother and
how when I was a little girl in Denver, I used to go over to her
house and in her basement she had one of those old black tele-
phones from the 1940’s with the really heavy handset and you’'d
pick that telephone up and you’d dial a phone number and the per-
son at the other end would answer. And what I was thinking about
was, isn’t that what the phone company is supposed to do? And
then I was reading these e-mails and I was thinking to myself how
the industry has changed since then, since I was a little girl and
how telecommunications, in general, has changed. But frankly, how
telecommunications’ essential mission has not changed since that
time. And the essential mission is really to still help people com-
municate.

Now as most of my colleagues know, U.S. West, which is the
predecessor to Qwest, was created with the break up of Ma Bell as
one of the baby Bells serving the Rocky Mountain region. U.S.
West was a solid, profitable and traditional company with strong
ties in the community. The stock wasn’t the most cutting edge, but
frankly when you picked up the phone to call somebody you could
get a hold of them and that was exactly the kind of company you’d
want your grandmother to invest in.
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In June 2000, in the waning days of the go-go internet boom, a
group of cowboys by the name of Qwest came riding into town and
they acquired U.S. West. These cowboys promised big changes,
higher profits, more efficiency, new innovation. They plastered the
Qwest name in huge blue letters visible day and night across two
of the biggest skyscrapers in Denver, to show their vision. Instead
of a traditional telephone company, they would turn the new Qwest
into a model of the new economy. This led, as you might imagine,
to a bumpier corporate transition than most. The top management
changed almost completely. Service problems abounded. There
were painful layoffs and almost a complete halt of corporate chari-
table giving. This corporate culture led to dramatic changes in how
Qwest did business.

In the years since Qwest’s new management took over, their bad
business decisions have had a significant impact on our local econ-
omy, the local work force and the community. And now it appears
the problems are much worse than simply poor business decisions.
That’s why we’re here today.

What we know is that Qwest engaged in swaps with companies
like Global Crossing and Enron where each company traded capac-
ity with the others. The mere fact that these trades occurred is not
a problem, but what is a problem is the recording of profits from
these swaps and the oral side agreements that were part of the
swaps. As you've heard from our Chairman and others, Qwest
booked revenues in the same year that it received capacity from
Global Crossing, yet it recorded the expenses over a number of
yeafl:s. This, of course, had the effect of artificially inflating Qwest
profits.

In reviewing the e-mails that document transactions one thing
becomes clear, the Qwest management was not spending its time
trying to fix all of the problems associated with the bumpy take-
over. Instead, they were trying to figure out how to maximize their
book value.

Now I think that we need to get to the bottom of this. I think
we also need to look at the role of the Qwest board which has been
an important issue, with Enron, ImClone and other investigations.
And here’s why this is so essential, even though we have all of
these problems Qwest is still my local telephone company and re-
mains an important part of the community. I am heartened to re-
port, Mr. Chairman, that Qwest has new leadership and I believe
that the new leadership in making the $1.4 billion adjustment, in
reaching out to the community and the employees and the retirees
is trying to do the right thing. And I hope when you bring the
former management in, you will also bring the new management
in to talk about what they’re doing. But in the meantime, Qwest
has more than 50,000 retirees and employees across the United
States. I want to be confident in this company. I want to be con-
fident in the entire telecommunications industry and I think that
the investors on Wall Street want to have that same feeling.

I look forward to hearing the testimony today, Mr. Chairman,
and I yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentlelady and recog-
nizes the gentleman from Kentucky, Mr. Whitfield for 5 minutes
for an opening statement.
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Mr. WHITFIELD. Thank you, Mr. Chairman, and members of the
committee, it is imperative that the hearings be held and our con-
tinuing effort to bring to light the serious problem of deception in
parts of corporate America.

Today, we're once again confronted with two companies whose
business practices are being called into question. I hope we do not
hear corporate executives pleading ignorance to facts that indicate
the contrary. Workers raising concerns, but those concerns being
ignored, all with the same result, bankruptcy, thousands of jobs
lost nd pensions and retirement funds lost.

Since our committee first started investigating the issues of cor-
porate accounting abuse, the American people have been shocked
at the deception and lack of concern by senior management for em-
ployees, for stock holders, for customers, for the general public.
Employees who went to work every day, put in long hours, com-
mitted to the company, providing a living for their families, hoping
to save for the future, buying stock on the company, those people
did their part, but unfortunately senior executives did not do their
part. These greedy individuals looking out only for themselves and
the quick buck have shattered the dreams of thousands and have
caused alarm throughout the country.

While the Congress, the Justice Department and SEC and maybe
other governmental agencies will examine the culpability of those
individuals, I believe we must recognize, as my friend from Colo-
rado said, that companies are much more than senior executives.
As we hear testimony from the witnesses today, our goal should be
to get the information we need to help ensure that these abuses do
not happen again. What has happened, has happened. We must
look to the future and if there is a way to save the company, the
jobs, the pension funds, the hopes, we must pursue it.

Qwest alone has over 50,000 employees and nearly as many re-
tirees. Nobody, of course, benefits from the demise of any company,
so I look forward to hearing from the witnesses today and the ques-
tions from my colleagues and I hope that we are able to bring
measures to light that must be brought.

Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Michigan, Mr. Stupak for 5 minutes for
an opening statement.

Mr. STUuPAK. Thank you, Mr. Chairman. Lately we’ve been busy
with the debate to create another government agency, the Depart-
ment of Homeland Security. My concerns regarding that agency
have long been whether there will be someone accountable, some-
one in charge, someone who will accept responsibility for the deci-
sions made or to be made. I find myself here today asking similar
questions. Why is there no one accountable? Very few individuals,
if any, have stepped forward to stop this corporate wrongdoing.
How are these companies getting way with this? How many hear-
ings will we have to find out why American investors and employ-
ees are left empty handed while corporate executives leave their
bankrupt companies richer than when they came in?

What I've heard from Enron and now today Qwest has left me
stunned. We find corporate America knowingly making
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misstatements and intentionally padding the revenues of their
companies with blatant disregard for the truth and for facts.

I have before me this binder of documents, as we all do. These
documents, has paper upon paper, of select company employees
who knew they were misleading the public. E-mails that put reve-
nues first and actual business need second. There’s an e-mail right
here that’s marked “confidential” on the top. It says here, “Susan
told me Greg is ready to write a check for $75 million this quarter
for capacity on SAC.” It goes on to say “what the hell are we going
to buy?” I guess I'd ask what the hell is Congress going to do about
this total corporate mess.

I believe and I've long advocated that we must repeal the 1995
Private Securities Litigation Reform Act. I've introduced legislation
to do just that, to return the legal rights back to the American in-
vestor by repealing the ill-conceived Private Securities Litigation
Reform Act of 1995. The Private Securities Litigation Reform Act
of 1995 has fostered this total disregard for ethics, legal and moral
responsibility in corporate and financial America.

I have introduced a bill that will repeal the Private Securities
Litigation Reform Act of 1995 and empower shareholders to seek
legal redress when they have discovered wrongdoing, rather than
being prohibited as they are now under current law.

It is no coincidence that the restatement of earnings that you
will hear about today go back to the passage of the 1995 act. My
bill would also allow shareholders to use the full extent of the court
system to go after corporate wrong doers. It would restore legal li-
ability for those corporate executives, auditors, attorneys and oth-
ers who have abused the public trust and corporate trust.

We must empower the investors to be on the front lines as a
practical and as a proactive check on the rampant misdeeds that
have been going on in some corporations.

These hearings are needed to end an era where corporate execu-
tives have been operating in the cover of darkness at the expense
of corporate responsibility and good faith and innocent share-
holders and employees are being hurt.

I'd like to thank our staffs, both Democrat and Republican staffs
for the fine work they've done over the summer. In this case,
they’ve been working on the Qwest documents since March 2002
and helping us and this country understand the lack of corporate
accountability and responsibility to the American people, share-
holders and their employees.

With that, Mr. Chairman, I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Maine, Mr. Bass—New Hampshire.

Mr. BAss. When did I come from Maine?

Mr. GREENWOOD. New Hampshire.

Mr. Bass. I appreciate the gentleman from Ohio recognizing me.
Thank you, Mr. Chairman, for holding this hearing and building on
this subcommittee’s impressive record of oversight response to cri-
sis in corporate governance accounting practices.

Mr. Chairman, I look forward to today’s testimony and I remain
frankly amazed at the level of duplicity and greed that a small
amount of people thought they could get away with. It reminds in
some respects to the events of last week when a robber was able
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to be conned into entering the Capitol Police’s Central Head-
quarters in the Longworth Building to reach an ATM. How he ever
thought he’d get away with that is similar to what we seem to be
uncovering today.

But I also am concerned about the fate of what’s left behind in
the wake of all these scandals and earnings restatements, layoffs,
plummeting equity prices and so on. It’'s important to remember
that there are, especially in the case of Qwest, real companies and
real employees, real retirees, and customers who need services, un-
derlying services that are now controlled or managed by these com-
panies and we can and should vigorously pursue the people in-
volved and they should spend real time in real prisons as we have
legislated with our Corporate Accountability Bill, the Sarbanes-
Oxley Bill, but we shouldn’t through these hearings or anything
else, cause more harm to those innocent people who have been so
affected. These companies need to convince their customers, their
investors, their workers and government regulators that they’ve
cleaned up the mess and have worked to get past the problem in
a sustainable and equitable manner and I assume we’ll hear from
these witnesses about such progress.

The case before us today warns of this danger more than any of
the others that have come before us. In Qwest, not just another dot
com or technology enterprise, but Qwest is, as we know, the local
telephone company for the whole western part of the United States
and a failure of bankruptcy of this company would have substan-
tially more impact on consumers and we ought to keep that in
mind as we move forward.

The problems, I suspect that relate to corporate malfeasance are
over. This hearing and the others that we’ve held before us, as the
chairman mentioned in his opening statement, send—serve to send
a clear message to current corporate executives, that Congress and
the Justice Department and the American public will not tolerate
this kind of behavior in the future.

It is our responsibility to get to the bottom of this issue, but do
so in such a manner so that we do not jeopardize real value that
exists today and I yield back to the chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Ohio, Mr. Strickland, for 5 minutes for
his opening statement.

Mr. STRICKLAND. Thank you, Mr. Chairman. Mr. Chairman, the
reputation of corporate America has been tarnished over the course
of the past year. We've learned the hard way that America’s ac-
counting standards are insufficient and that American business
ethics fall short of the general public’s expectations. We must not
write off the collapse of Enron and the unfolding financial turmoil
of the telecom sector as the growing pains of new industries. Ac-
counting standards must stay ahead of the curve in anticipation of
the newest developments in energy trading and the technological
advances of communications.

Yesterday, we learned that Qwest Communications plans to re-
state its financial statements from 2000 and 2001 in order to cancel
$950 million in sales of capacity swaps. We will hear today how
those capacity swaps were used in vain to revive a dying company.
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In 1999, Qwest’s stock doubled in value from $20 per share to
$40 per share and in 2000, Qwest shareholders experienced a
heady ride as the stock bounced around between $40 and $60. It
was during 2000, that investors were fooled into believing that
Qwest’s high stock price was founded on solid business practices
and good management. Employees bought stock. Pension funds
bought stock. Americans all over the country prepared for retire-
ment by buying Qwest stock for their 401(k) plans and it was all
a sham. It seems that Qwest engaged in these capacity swaps so
they could meet publicly announced revenue targets and so that its
stock price would remain in the clouds with the dreams of the com-
pany executives.

Yesterday, Qwest stock closed at $2.79 and the company is under
investigation, not only by this panel, but by the SEC and the DOJ
as well. Now many of us are wondering what we can do to stem
the tide of all this corporate wrong doing. We created a new body
to set accounting standards in an attempt to change business prac-
tices inside the companies. We required the executives to certify
quarterly and annual statements so that investors can believe that
what they are reading is true, but we didn’t create a penalty for
the companies whose principal executives failed to certify reports.

Later this week I will introduce legislation to do just that. My
bill will prohibit the Federal Government from contracting with a
company whose CEO fails to certify periodic reports as required by
Section 302 of the Sarbanes-Oxley At. It would also require the
SEC to make public a list of those companies who have failed to
comply with Section 302.

I invite all of my colleagues here today to join in co-sponsoring
language that will give executives a reason to think twice before
they falsely certify their 10-Qs or 10-Ks. Qwest is one of a handful
of companies whose CEOs and CFOs have been unable to verify
their companies’ SEC filings from the past year and it has yet to
file a quarterly report for the second quarter. Failure to certify
periodic reports should make investors and customers alike a little
wary and I think the Federal Government itself should be a little
wary of contracting with companies who can’t abide by the law.

Today, we will try to get to the bottom of some of these shady
deals transacted over the past years which make Qwest current ex-
ecutives so uncertain of past financial statements.

Mr. Chairman, there is a malignancy growing within corporate
America and it is killing the hopes and dreams of America’s fami-
lies. I hope we take the strongest possible action in this committee
and in this Congress. And Mr. Chairman, I yield back the balance
of my time.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Florida, Mr. Stearns, for his opening
statement.

Mr. STEARNS. Thank you, Mr. Chairman, and of course, like my
colleagues, I compliment you for having this hearing. It’s unfortu-
nate that we have to have this hearing. The telecommunications
sector, of course, has been the hardest hit in this downturn in the
economy and it’s affected, obviously, hundreds of thousands of peo-
ple and theyre wondering about their jobs, could their jobs have
been saved if management had been prudent? Had there been bet-
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ter accounting practices, disclosure requirements and corporate
mismanagement been curtailed, and if the board of directors of
these companies had been responsible, could they have stopped it?
These are a lot of the questions we need to answer.

Mr. Chairman, there’s a fundamental thought that’s going
through a lot of people, both here in Washington and outside.
There’s been a huge transfer of wealth from investors, men and
women, the small investors to a clique of management in this coun-
try and it has happened seamlessly and this is wrong. If capitalism
is supposed to work, it’s going to work, and if free enterprise is a
key aspect about it, we can’t have this transfer to 10,000 individ-
uals or a small group of people. There has to be in place the re-
quirements, whether it’s accounting practice, disclosure, trans-
parency, preventing corporate mismanagement or making the
board of directors more responsible because in the end this huge
transfer affects every man and woman who is looking for retire-
ment and they went under the assumption that when their broker,
their institutional mutual fund made their decision that there was
transparency.

For the 9,000 people who lost their jobs as a result of the Global
Crossing bankruptcy, most of which they were unaware of these
improprieties and they’ve cost them their jobs. The reach of Global
Crossing debacle into telecommunications is deep by some esti-
mates 500,000 jobs and $2 trillion in market capitalization and a
sector was lost as a direct result of this bankruptcy. This is an
awesome, awesome thing.

So Mr. Chairman, I think it’s very important that Congress give
credibility to these hearings by trying to offer solutions after it’s
over. So I urge you and my colleagues that we work together, if
there’s more that can be done. So I look forward to the testimony
and I thank you for the hearing.

Mr. GREENWOOD. The Chair thanks the gentleman and I believe
that that concludes our opening statements and now I would like
to introduce our first panel. They are Mr. Patrick Joggerst, who is
the former President of Carrier Sales for Global Crossing; Mr. Roy
Olofson, the former Vice President of Finance for Global Crossing;
and Ms. Robin Szeliga, the Executive Vice President for Qwest
Communications International. We thank each of you for coming.
We appreciate your willingness to come and testify before us. I
think you are aware that the committee is holding an investigative
hearing and when we hold investigative hearings it is our practice
to take testimony under oath.

Do any of you object to giving your testimony under oath this
morning? Seeing no such objection I would advise you that pursu-
ant to the rules of this committee and pursuant to the rules of the
House, that you're entitled to be advised by counsel. Are you ad-
vised by counsel this morning, Mr. Joggerst? All right, would you
identify your counsel by name, please? Is your microphone on, sir?

Mr. JOGGERST. Yes, my counsel is here. His name is Lorne
Cohen.

Mr. GREENWOOD. Mr. Olofson, are you represented by counsel?
You need to push your button on those microphones.

Mr. OLOFSON. I am represented by counsel, Mr. Paul Murphy.
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Mr. GREENWOOD. Good morning, sir. Thank you for being with
us. And Ms. Szeliga, are you represented by counsel? You have to
push your button as well.

Ms. SZELIGA. Yes, I am.

Mr. GREENWOOD. You have two attorneys and they are?

Ms. SzELIGA. Pardon me, Terry Byrd and Vince Morella.

Mr. GREENWOOD. Welcome, gentlemen, we thank you for being
with us this morning.

All right, in that case, if you would rise and raise your right
hand, I will give you the oath.

[Witnesses sworn.]

You are under oath. You may be seated and I believe each of you
has an opening statement that you’d like to make and we’re going
to go from right to left and we’re going to begin with you, Mr.
Joggerst. You are recognized for 5 minutes for your opening state-
ment.

TESTIMONY OF PATRICK JOGGERST, FORMER PRESIDENT OF
CARRIER SALES, GLOBAL CROSSING, LTD.; ROY L. OLOFSON,
FORMER VICE PRESIDENT OF FINANCE, GLOBAL CROSSING,
LTD.; AND ROBIN SZELIGA, EXECUTIVE VICE PRESIDENT,
QWEST COMMUNICATIONS INTERNATIONAL, INC.

Mr. JOGGERST. Very good, Mr. Chairman. Good morning, Mr.
Chairman and members of the subcommittee. My name is Patrick
Joggerst. I joined Global Crossing in early 1998 following 18 years
at AT&T. I was the twelfth person asked to join the company and
was involved in marketing and selling wholesale products and serv-
ices since its inception.

The founders and early employees of Global Crossing share da vi-
sion of a worldwide fiber optic network. My friends and colleagues,
together with our suppliers and customers, gave that vision life.

In the early years, demand for global broadband connectivity was
insatiable. Global Crossing’s success attracted many competitors
with their own financial backers eager to replicate Global Cross-
ing’s reach.

In the first three quarters of 2001, Global Crossing’s stock price
started plummeting and recurring revenues failed to grow as an-
ticipated. These were the results of the now well-known glut of
fiber optic capacity. However, at the time, I continued to believe in
the company’s future and even suspected that the market for global
connectivity might rebound. In October 2001, I asked the company
for additional stock options. Unfortunately, my optimism has prov-
en to be incorrect.

I left Global Crossing at the end of 2001 to pursue new opportu-
nities. I have been asked to cooperate with this committee and I'm
pleased to do so.

Thank you.

[The prepared statement of Patrick Joggerst follows.]

PREPARED STATEMENT OF PATRICK JOGGERST, FORMER PRESIDENT OF CARRIER
SALES, GLOBAL CROSSING LTD.

Good morning. My name is Patrick Joggerst. I joined Global Crossing in early
1998 following 18 years at AT&T. I was the 12th person asked to join the company
and was involved in marketing and selling wholesale products and services since its
inception.



15

The founders and early employees of Global Crossing shared a vision of a world-
wide fiber optic network. My friends and colleagues, together with our suppliers and
customers, gave that vision life.

In the early years, demand for global broadband connectivity was insatiable. Glob-
al Crossing’s success attracted many competitors with their own financial backers
eager to replicate Global Crossing’s reach.

In the first three quarters of 2001, Global Crossing’s stock price started plum-
meting and recurring revenues failed to grow as anticipated. These were the results
of the now well-known glut of fiber optic capacity. However, at the time, I continued
to believe in the company’s future and even suspected that the market for global
connectivity would rebound. In October 2001, I asked the company for stock options.
Unfortunately my optimism has proven to be incorrect.

I left Global Crossing at the end of 2001 to pursue new opportunities.

I have been asked to cooperate with this committee and I am pleased to do so.

Mr. GREENWOOD. Thank you, Mr. Joggerst.
Mr. Olofson, do you have an opening statement?

STATEMENT OF ROY L. OLOFSON

Mr. OLOFSON. Good morning, Mr. Chairman, Ranking Member
Deutsch and other members of the subcommittee and Chairman
Tauzin. I come here today to assist the subcommittee in its inves-
tigation of Global Crossing, but I'm also here today for another
very important reason. I come here to begin the process of clearing
my name. It is very difficult to pick up the newspaper day after
day and read how Global Crossing and it’s public relations machine
has accused me of being a disgruntled employee. It is also very dif-
ficult to find out from friends at Global Crossing that after spend-
ing over 3 years with the company, its chairman of the board, Gary
Winnick, had the audacity to stand up in front of the entire office
and call me an extortionist. So I am here today not merely to help
you in the discovery of the truth, I am also here to help me and
my family get our lives back.

As the members of the committee may know, I joined Global
Crossing as Vice President of Finance in 1998. And I was Global’s
fortieth employee. When I joined Global, I brought with me over 28
years of senior financial management experience. As Vice President
of Finance, I was responsible for the company’s accounting and fi-
nancial reporting functions, including preparation of budgets, con-
solidated financial statements and filings with the SEC. I reported
directly to the Chief Financial Officer and I built a staff of some
15 to 20 people.

This was an incredibly exciting time for the company and we all
felt very positive about it’s long-term potential. At the time, our
primary product was the sale of capacity known as IRUs and we
worked closely with both the SEC and the FASB to properly under-
stand and account for these transactions.

We also had substantial assistance from Arthur Andersen and in
particular its partner, Joseph Perrone, whom you worked closely on
many issues. In May 2000, Global Crossing hired Joe Perrone as
Senior Vice President of Finance. My responsibilities were then in
the process of changing so that I was now focusing on streamlining
and integrating the operations of what now had become an ex-
tremely large company, particularly after the merger with Frontier
Telecommunications in September 1999.

In January 2001, I was diagnosed with lung cancer. Shortly
thereafter, I took a medical leave of absence to allow me time for
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surgery and rehabilitation. While I was on leave, I learned that
Global was having a difficult time meeting its first quarter revenue
projections. I later learned that Global ultimately was able to meet
its numbers, in part, due to some large last minute swap trans-
actions.

I returned to work in early May 2001 and on June 1, during dis-
cussions with Joe Perrone about my on-going job responsibilities, I
told Mr. Perrone I was concerned about the way the company had
accounted for certain transactions in the first quarter and that on
a conference call with investors and financial analysts, Global’s
CEO Tom Casey said, “there were no swaps in the quarter.” Mr.
Perrone minimized my concerns and said that the company was
getting out of the IRU business.

During June and July I again began to hear concerns that the
company was engaging in last minute swap transactions as a
means to boost revenues. I received a copy of a document known
as the sales funnel that indicated that approximately 13 of the 18
largest IRU transactions completed in the second quarter were last
minute swaps, were identical or substantially identical amounts of
cash were being exchanged along with the underlying capacity.

I found it hard to believe that if the substance of these trans-
actions were swaps of capacity that the mere expedient of round
tripping cash would allow the Your Honor to record revenue. By
mid to late July, Mr. Perrone still had not given me any new job
responsibilities and I believed that this was occurring because of
my conversation with him back in June. On August 2, on the com-
pany’s quarterly conference call with the financial analysts for the
second quarter, I again heard Tom Casey state there had been no
swaps in the quarter. I became deeply concerned because I felt that
the statement was inaccurate.

Pursuant to the company’s ethics policy, any concerns about the
propriety of the company’s financial reporting was to be directed to
the Chief Ethics Officer, James Gorton. I therefore sent a letter to
Mr. Gorton on August 6 which outlined my concerns. Shortly after
I sent this letter to Mr. Gorton, I received a letter from him assur-
ing me that the matter would be fully investigated and that as a
member of management, I should keep this matter confidential. We
now know that while the company issued a press release in Janu-
ary 2002 stating that my concerns had been fully investigated and
found to be without merit, they had never given a copy of my letter
to Arthur Andersen and had never interviewed me.

This investigation was so inadequate that the company has since
opened a second investigation which is yet to be completed.

I want to end by stressing two points. First, when I wrote my
letter, I did not know all the facts surrounding these transactions,
therefore my letter was not designed or meant to conclude that I
knew that these transactions were shams. Instead, it was designed
to say that they didn’t pass the smell test and therefore should be
investigated. However, the facts that have been made public since
that time only seemed to further undermine the legitimacy of these
transactions. In particular, I have reviewed reports that are in this
committee’s possession from Global’s engineers that show that most
of the IRUs Global received through these swap transactions are
now considered absolutely worthless.
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Apparently, this study was completed in mid-2001 and therefore
it appears that Global management must have been aware of the
issue prior to my letter of August 6.

I have also reviewed the recent pronouncement of the SEC which
in my opinion fully supports the concept that if all a transaction
represents is an exchange of capacity, the transaction should be
treated as such and not be counted as revenue.

As Mr. Timothy Lucas, head of the FASB Emerging Issues Task
Force said, “an exchange of similar network capacity is the equiva-
lent of trading a blue truck for a red truck. It shouldn’t boost the
company’s revenue.”

Second, I have been characterized in the press as a whistle blow-
er and I have even heard my counsel use that term when referring
to me. I do not see myself that way. I first aired my concerns in
June 2001. On August 6 I complied with the company’s ethics pol-
icy and wrote my letter to Mr. Gorton. I did so because I was con-
cerned that the public was being misled. I concluded that regard-
less of the ramifications, as an officer of the company, I had an ob-
ligation to express my concerns about what I thought was poten-
tially over aggressive accounting. At the time, I believed the com-
pany would investigate my concerns in good faith. I was wrong. In-
stead, they fired me.

I can honestly say that I never imagined in my wildest dreams
that my letter would contribute toward putting in motion a series
of events that has led to my appearance before this committee
today. That all being said, I welcome the committee’s investigation
and I will do everything in our power to assist the committee in
its search for the truth, no matter what that might be.

I now invite your questions and I hope that I prove to be of serv-
ice to you.

[The prepared statement of Roy L. Olofson follows.]

PREPARED STATEMENT OF ROY L. OLOFSON, FORMER VICE PRESIDENT OF FINANCE,
GLOBAL CROSSING LTD.

Good morning Mr. Chairman, Ranking Member Deutsch and the other members
of the Subcommittee on Oversight and Investigations. I come here today to assist
the Subcommittee in its investigation of Global Crossing. But, I also come here
today for another very important reason. I come here to begin the process of clearing
my name. It is very difficult for me and my family to pick up the newspaper day
after day and read how Global Crossing and its P.R. machine have accused me of
being a disgruntled employee. It is also very difficult to live a normal life when tele-
vision crews lurk at our front door. And it is very difficult to find out from friends
at Global Crossing that after spending over three years with the company, its Chair-
man of the Board, Gary Winnick, has the audacity to stand up in front of the entire
office and call me an extortionist. So I am here today not merely to help you in the
discovery of the truth, I am also here to help me and my family get our lives back.

As the members of the Committee may know, I began my career working as a
CPA for Price Waterhouse. I then became the Vice President of Finance for Carter
Hawley Hale Stores, where I was responsible for accounting, internal auditing, all
financial reporting and various treasury activities including supervising all public
and private debt and equity offerings. After twelve years at Carter Hawler Hale,
I left to become Chief Financial Officer of Fedco, Inc. which was a large member-
ship-owned mass-merchandise retail company. By the time I departed Fedco four-
teen years later, I had risen to the title of interim Chief Executive Officer. In 1998,
after a brief stint as CFO of PIA Merchandise Services, Inc.—a company for which
I was responsible for all financial reporting to investors and the SEC—I was hired
as the 40th employee of Global Crossing.

When I was first hired at Global, I was responsible for the company’s accounting
and financial reporting functions, including preparation of budgets, consolidated fi-
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nancial statements and filings with the SEC. I reported directly to the CFO and I
built a staff of 15-20 people. This was an incredibly exciting time for the company
and we all felt very positive about its long term potential. At the time our primary
product was the sale of capacity known as IRUs and we worked closely with both
the SEC and the FASB to properly understand and account for these transactions.
We also had substantial assistance from Arthur Andersen and, in particular, its
partner, Joseph Perrone, with whom I worked closely on many issues.

In May 2000, Global Crossing hired Joe Perrone as its Senior Vice President of
Finance. Immediately, he took over the accounting and financial reporting functions.
Most of the people who previously reported to me began to report directly to him.
My responsibilities changed so that I was now focusing on streamlining and inte-
grating the operations of what now had become an extremely large company, par-
ticularly after the merger with Frontier Telecommunications in September of 1999.

In January 2001, I was diagnosed with lung cancer. Shortly thereafter, I took a
medical leave of absence to allow me time for surgery and rehabilitation. While I
was on leave, I learned that Global was having a very difficult time meeting its first
quarter revenue projections. I also learned that Global ultimately was able to meet
its numbers in part due to some large, last-minute transactions where Global
swapped IRU capacity with other carriers.

I returned to work in early May 2001 and began the process of getting up to speed
on what had happened at the company during my absence. One of the things I did
was to listen to Global’s quarterly conference call with financial analysts and the
public regarding its financial results for the first quarter ended March 31, 2001.
During the call, one of the analysts asked management whether there had been any
capacity swaps in the quarter. I was very surprised to hear Global’s CEO, Tom
Casey, unequivocally state that “there were no swaps in the quarter.”

Both before and after this conference call, I spoke with some of the financial ana-
lysts in the company. I began to learn that there was a general sense of uneasiness
about these swap transactions and in particular about a transaction with 360 Net-
works. Through discussions with various people, I learned that 360 Networks and
Global Crossing had entered into a last-minute transaction wherein Global booked
$150 million in Cash Revenues even though it had not received a penny in cash.
While the transaction originally called for Global Crossing to pay $200 million to
360 Networks and then for 360 Networks to pay Global Crossing $150 million, I was
told only the net amount of $50 million changed hands. It was rumored that the
gross amount of cash did not actually change hands because Global Crossing was
concerned that 360 Networks was about to file bankruptcy and that, if it sent the
additional $150 million, 360 Networks might declare bankruptcy in the interim and
would therefore not be able to return the $150 million to Global Crossing.

At about this same time, I was speaking with Dan Cohrs about my responsibil-
ities within the company. He told me that the company needed someone to manage
its working capital and that might be an appropriate role for me. He asked me to
speak with Joe Perrone who was scheduled to be in town May 31 and June 1. I met
with Joe on both days. During those meetings, Joe suggested several new respon-
sibilities that I might assume for the company. As these responsibilities would re-
quire me to spend significant time at Global’s offices in New Jersey, we discussed
travel and housing allowances and related issues. At the end of our meeting on the
second day, we were at a restaurant after which Mr. Perrone was scheduled to go
to the airport to catch a plane back to New Jersey, which was where he was based.
Near the end of our meeting, the subject of the conversation changed to the finan-
cial condition of the company. I took the opportunity to express my concerns about
Tom Casey’s statement in the quarterly conference call that there had been “no
swaps” in the first quarter, when in fact there appeared to have been a significant
number and a substantial dollar amount of swap transactions. I also told him there
were a number of people in the office concerned about the accounting for those swap
transactions, particularly the inclusion of $150 million cash relating to the 360 Net-
Work(s1 transaction in cash revenue and adjusted EBITDA when no cash was re-
ceived.

Mr. Perrone attempted to brush off my concerns. He stated that he had added
some language to Global Crossing’s press release regarding purchase commitments
and that he interpreted the question from the analyst to which

Mr. Casey responded as referring only to transactions called “Global Network Of-
fers” and not to capacity swaps. He also said the company was getting out of the
IRU business. I told Mr. Perrone that I disagreed with this interpretation and I also
told him that the additional language was vague and that analysts and investors
would not understand the ramifications of the brief mention of purchase commit-
ments.
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It was clear that Mr. Perrone did not appreciate my comments and didn’t want
to talk about it anymore. He was visibly upset. He said he had to leave to catch
his plane. He then turned to me and said that the Executive Committee was meet-
ing on June 4th and 5th to discuss layoffs of 50 management personnel and that
I should call him on June 6th to learn the results of the meeting. He said he would
have to justify my position. He then picked up his bag and walked to the waiting
limousine without saying another word.

I was absolutely shocked. Prior to discussing my concerns, our conversations re-
garding my responsibilities within the company were very positive and constructive.
When I went on my medical leave, I received an email from Tom Casey encouraging
me to “hurry back” because I was “a valuable member of the team” and that they
needed my assistance. It had been rumored that the company was considering lay-
offs but I had no idea that it would include me. In addition, Mr. Perrone’s comments
made absolutely no sense to me in light of the fact that we had just spent two days
delineating my future job responsibilities.

On June 6, 2001, I called Mr. Perrone as he had instructed but I was told that
he was “unavailable.” By June 21, 2001, I still had not heard from Mr. Perrone, so
I spoke to Dan Cohrs about it. Mr. Cohrs told me that Mr. Perrone had been busy
but that he would have Mr. Perrone call me. It just so happened that when I walked
into Mr. Cohrs’ office, he was working on a press release. Given that I knew the
first quarter had been difficult, I asked whether the press release was to reduce
guidance for the rest of the year. Dan Cohrs stated, “I would like to, but the Chair-
man had just sold 10 million shares of stock.” Mr. Cohrs added that Global’s man-
agement had advised the Board of Directors earlier that month that Global Crossing
was considering lowering its guidance forecasts for the year but they were still re-
viewing the numbers. He also volunteered that the company had recently decided
to indirectly guarantee or “back-stop” margin loans to certain officers, and that he
hoped the price of Global’s stock would increase because this would have to be dis-
closed in Global’s next proxy statement.

During June and July, I again began to hear concerns that the company was en-
gaging in last minute “swap” transactions as a means to boost revenues. At one
point, I received a copy of a document known as a “sales funnel” that indicated that
approximately 13 of the 18 largest IRU transactions completed in the second quar-
ter were last-minute swaps where identical or substantially identical amounts of
money were being exchanged along with the underlying capacity. There was one set
of columns labeled “CASH IN” and one labeled “CASH OUT.” Assuming the swaps
of capacity had some business justification, I did not understand why they weren’t
simply accounted for as like-kind exchanges of assets. If the substance of the trans-
actions were swaps of capacity, I found it hard to believe that the mere expedient
of roundtripping cash would allow the parties to record revenue.

By mid to late July, I still had not heard from Mr. Perrone and no one at the
company was communicating with me on any meaningful basis; and I was given vir-
tually no responsibilities. I believed that this was occurring because of my conversa-
tion with Mr. Perrone back in June. On August 2, 2001, I listened in to the com-
pany’s conference call with financial analysts and the public regarding the financial
results for the second quarter ended June 30, 2001. Again, I heard Tom Casey state
that there had been no swaps in that quarter. I became deeply concerned because
I felt that the statement was inaccurate. Pursuant to the company’s ethics policy,
any concerns about the propriety of the company’s financial reporting was to be di-
rected to the company’s Chief Ethics Officer, James Gorton. I therefore sent a letter
to Mr. Gorton on August 6th, which outlined my concerns.

Shortly after I sent this letter to Mr. Gorton, I received a letter from him assuring
me that the matter would be fully investigated and that, as a member of manage-
ment, I should keep this matter confidential. We now know that while the company
issued a press release in January 2002 stating that my concerns had been fully in-
vestigated and found to be without merit, at that point in time they had never given
a copy of my letter to Arthur Andersen and had never interviewed me. This inves-
tigation was so inadequate that the company has since opened a second investiga-
tion which has yet to be completed.

I want to end by stressing two points. First, when I wrote my letter, I did not
know all the facts surrounding these transactions. While I knew what Global was
selling, I had no idea what Global was buying. That is important because it could
dictate how the transactions should be accounted for. Therefore, my letter was not
designed or meant to conclude that I knew that these transactions were shams; in-
stead, it was designed to say that they didn’t pass the smell test and should there-
fore be investigated. However, the facts that have been made public since that time
only seem to further undermine the legitimacy of these transactions. In particular,
I have reviewed reports that are in this Committee’s possession from Global’s engi-
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neers that show that most of the IRUs Global received through these swap trans-
actions are now considered absolutely worthless. Apparently, this study was com-
pleted in mid-2001 and therefore it appears that Global management must have
been aware of the issue prior to my letter of August 6th. I have also reviewed the
recent pronouncement of the SEC which in my opinion fully supports the concept
that if all a transaction represents is an exchange of capacity, the transaction
should be treated as such and not be counted as revenue. As Mr. Timothy Lucas,
head of the FASB Emerging Issues Task Force said, “An exchange of similar net-
work capacity is the equivalent of trading a blue truck for a red truck, it shouldn’t
boost a company’s revenue.”

Second, I have been characterized in the press as a “whistleblower” and I have
even heard my counsel use that term when referring to me. I do not see myself that
way. Rather, I see myself as simply an officer of the corporation who was merely
attempting to do his job. I first aired my concerns with Joe Perrone in June 2001.
On August 6, I complied with the company’s ethics policy and wrote my letter to
Mr. Gorton. I did so because I was concerned that the public was being misled. I
concluded that, regardless of the ramifications, as an officer of the company, I had
an obligation to express my concerns about what I thought was potentially over-ag-
gressive accounting. At the time, I believed the company would investigate my con-
cerns in good faith. I was wrong. Instead, they fired me. I can honestly say that
I never imagined in my wildest dreams that my letter would contribute toward put-
ting in motion a series of events that has led to my appearance before this Com-
mittee today. However, had I not written my letter, I suspect I might be sitting here
trying to answer questions as to why I didn’t express my concerns.

That all being said, I welcome the Committee’s investigation, and I will do every-
thing in my power to assist the Committee in its search for the truth—mo matter
what that may be. I now invite your questions and hope that I prove to be of service
to you.

Mr. GREENWOOD. Thank you, Mr. Olofson. You have already
proven to be of great service to us and to your country. And we
thank you for your presence.

Ms. Szeliga, do you have an opening statement?

Ms. SzZELIGA. Yes, I do.

Mr. GREENWOOD. You are recognized for 5 minutes. I would sug-
gest that you bring the base of that microphone right in front of
you and speak directly into it. There you go. Thank you.

STATEMENT OF ROBIN SZELIGA

Ms. SZELIGA. Thank you, Mr. Chairman and members of the sub-
committee. My name is Robin Szeliga. I was the Chief Financial
Officer at Qwest for approximately 15 months, from April 2001
until early July 2002. I am currently an Executive Vice President
in charge of real estate and procurement for Qwest.

While I served as CFO, I reported to CEO Joseph Nacchio, and
worked closely with the Audit Committee of the Board of Directors.
I headed a CFO organization that was comprised of nearly 4000
people. Qwest was faced with many important challenges during
my tenure as CFO. Among those challenges were the integration
of U.S. West, a Regional Bell Operating Company with which
Qwest had recently merged; the restructuring of the organization
and the management team at Qwest following the merger; the re-
entry by Qwest into the long-distance telephone market; and the
ask of improving telephone service in the 14-State region pre-
viously served by U.S. West.

As CFO, I was ultimately responsible for Financial Planning and
Analysis, Financial Operations, Treasury, Internal Audit, Tax, Pro-
curement, Corporate Strategy, Billing, Credit and Collections, and
the Controllership, including accounting systems support, technical
accounting, financial reporting, payroll, and accounts payable. As-
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sisting me in these responsibilities were various talented and very
dedicated people, including the Controller and the Assistant Con-
troller. They, in turn, had staffs which included accountants who
were responsible for various technical accounting issues. I relied
on, and at times worked with, this team of experienced accountants
to analyze accounting requirements and apply them to specific
transactions. The technical accounting group and I, in turn, relied
on the accuracy of information provided to us by those who worked
on various transactions for which we accounted. These included
personnel in management and in the engineering and operations
departments, various personnel in business unit and sales organi-
zations,and finance personnel assigned to those business units.

Qwest’s auditors, Arthur Andersen, advised us on our financial
reporting and accounting. Arthur Andersen worked closely, and on
an ongoing basis, with Qwest’s Controller and technical accounting
group. In addition, Arthur Anderson performed annual audits and
quarterly preissuance reviews. Arthur Anderson also periodically
presented its findings, views and opinions on accounting issues to
the Audit Committee of the Board of Directors. When significant
accounting issues arose, the technical accounting team reviewed
those issues with Arthur Andersen’s staff to obtain their advice and
guidance. Then appropriate, those issues were also brought to the
attention of Qwest’s Audit Committee and Qwest’s internal audit
and legal departments.

During my tenure as CFO at Qwest, I took concrete steps to en-
sure that accounting principles were applied properly. For example,
I added technical staff to the Controller’s staff; I created a cross-
functional team to review the complex sales transaction process; I
initiated monthly meetings between the Controller and the Finan-
cial staff responsible for overseeing and directing Business Unit Fi-
nance; and I recommended a Finance Committee to the Board of
Directors, which was ultimately established. I also improved the
communication process between Qwest management and the Audit
Committee.

One of the many types of transactions that Qwest engaged in
was the sale IRUs or indefeasible rights of use of capacity on
Qwest’s fiber-optic network. As you know, Qwest began selling
IRUs well before I became CFO. In fact, as early as 1999, Arthur
Andersen established guidance as to the application of accounting
principles for IRU transactions. The IRU accounting was primarily
performed by the Controller and the technical accountants in con-
junction with finance personnel assigned to the business units.
This team was responsible for the application of Generally Accept-
ed Accounting Principles or GAAP in the recording of IRUs. I was
not personally involved in reviewing the detailed terms and condi-
tions of each of the IRU transactions. However, as with other types
of transactions, I instituted a number of controls around IRUs.

Mr. Chairman, I appreciate the opportunity to make this state-
ment. As you know, I am appearing voluntarily today and I have
cooperated fully with the subcommittee and its staff. However,
please understand that I have not had access to, nor have I re-
viewed, all of the documentation that bears on the matters of this
inquiry. Nevertheless, I will do my best to help the committee with
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respect to its inquiry. And now I would be happy to respond to any
questions that the subcommittee might have.

Thank you.

[The prepared statement of Robin Szeliga follows.]

PREPARED STATEMENT OF ROBIN SZELIGA, EXECUTIVE VICE PRESIDENT, QWEST

Good morning Mr. Chairman and members of the Subcommittee. My name is
Robin Szeliga. I was the Chief Financial Officer at Qwest for approximately 15
months, from April 2001 until early July 2002. I am currently an Executive Vice
President in charge of real estate and procurement at Qwest.

While I served as CFO, I reported to CEO Joseph Nacchio, and worked closely
with the Audit Committee of the Board of Directors. I headed a CFO organization
that was comprised of nearly 4,000 people. Qwest was faced with many important
challenges during my tenure as CFO. Among those challenges were the integration
of U.S. West, a Regional Bell Operating Company with which Qwest had recently
merged; the restructuring of the organization and the management team at Qwest
following the merger; the reentry by Qwest into the long-distance telephone market;
and the task of improving telephone service in the 14-state region previously served
by U.S. West.

As CFO, I was ultimately responsible for Financial Planning and Analysis, Finan-
cial Operations, Treasury, Investor Relations, Internal Audit, Tax, Procurement,
Corporate Strategy, Billing, Credit & Collections, and the Controllership, including
accounting systems support, technical accounting, financial reporting, payroll, and
accounts payable. Assisting me in these responsibilities were various talented and
dedicated people, including the Controller and the Assistant Controller. They in
turn had staffs which included accountants, who were responsible for various tech-
nical accounting issues. I relied on, and at times worked with, this team of experi-
enced accountants to analyze accounting requirements and apply them to specific
transactions. The technical accounting group and I, in turn, relied on the accuracy
of information provided to us by those who worked on various transactions for which
we accounted. These included personnel in management and in the engineering and
operations departments, various personnel in business unit and sales organizations,
and finance personnel assigned to those business units.

Qwest’s auditors, Arthur Andersen, advised us on our financial reporting and ac-
counting. Arthur Andersen worked closely, and on an ongoing basis, with Qwest’s
Controller and technical accounting group. In addition, Arthur Andersen performed
annual audits and quarterly preissuance reviews. Arthur Andersen also periodically
presented its findings, views and opinions on accounting issues to the Audit Com-
mittee of the Board of Directors. When significant accounting issues arose, the tech-
nical accounting team reviewed those issues with Arthur Andersen’s staff to obtain
their advice and guidance. When appropriate, those issues were also brought to the
attention of Qwest’s Audit Committee and Qwest’s internal audit and legal depart-
ments.

During my tenure as CFO at Qwest, I took concrete steps to ensure that account-
ing principles were applied properly. For example, I added technical expertise to the
Controller’s staff; I created a cross-functional team to review the complex sales
transaction process; I initiated monthly meetings between the Controller and the Fi-
nance staff responsible for overseeing and directing Business Unit Finance; and I
recommended a Finance Committee of the Board of Directors, which was ultimately
established. I also improved the communication process between Qwest manage-
ment and the Audit Committee.

One of the many types of transactions that Qwest engaged in was the sale of
IRUs, or indefeasible rights of use of capacity on Qwest’s fiber-optic network. As you
know, Qwest began selling IRUs well before I became CFO. In fact, as early as
1999, Arthur Andersen established guidance as to the application of accounting
principles for IRU transactions. The IRU accounting was primarily performed by the
Controller and the technical accountants, in conjunction with finance personnel as-
signed to the business units. This team was responsible for the application of Gen-
erally Accepted Accounting Principles (“GAAP”) in the recording of IRUs. I was not
personally involved in reviewing the detailed terms and conditions of each of the
IRU transactions. However, as with other types of transactions, I instituted a num-
ber of controls governing IRUs.

Mr. Chairman, I appreciate the opportunity to make this statement. As you know,
I am appearing today voluntarily, and I have cooperated fully with this Sub-
committee and its staff. However, please understand that I have not had access to,
nor have I reviewed, all of the documentation that bears on the matters of this in-
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quiry. Nevertheless, I will do my best to help the Subcommittee with respect to its
inquiry. Now, I would be happy to respond to any questions that the Subcommittee
might have.

Mr. GREENWOOD. Thank you very much and being mindful of the
fact that you haven’t seen all of the documents, if we ask you to
respond to a document, we’ll give you plenty of time to review it
and consult with your counsel if you need to.

Okay, the Chair now recognizes himself for 10 minutes for in-
quiry and advises the members this will be a 10-minute round of
questioning. And I'd like to start with you, Mr. Joggerst.

Is it your understanding that the revenue targets set for 2001 at
Global Crossing were too high and aggressive, given the forecasted
market?

Mr. JOGGERST. The sales process, generally, what we do is a bot-
toms up view in terms of what we thought was reasonable in the
marketplace, the communications that we’ve had with our cus-
tomers, their view of what their spending was and what their cap-
ital budgets were.

In looking at initially what was the target for 2001 was some-
place around $2 billion for an IRU perspective, $3 billion for the
carrier wholesale business overall, which would have been a record
number by any stretch of the imagination. And yes, I had some
concern that that would be an overly aggressive target to put to the
sales force.

Mr. GREENWOOD. Okay, I'm going to ask you to turn to Tab 25
in the binder there and I’d like you to review a confidential set of
e-mails from the date, dated August 30, 2000. And I'd like you to
turn to page—to the bottom of page 2 and you’ll see what’s titled
original message from Robin Wright. This was sent August 29 at
5:41 p.m. to Gary Brenninger and it was copied to you. Do you see
that?

Mr. JOGGERST. Yes, I do.

Mr. GREENWOOD. And if you’ll turn to the top of page 3 I'll read
you some of the content. It says “As you know, prices are dropping
fast and to some extent we are our own worst enemy. When sad-
dled with an unreasonable revenue expectations we do the crazy
deals at the end of the quarter. This, in turn, causes prices to drop
which makes it more likely that we’ll need to do another deal at
the end of the next quarter.” Can you give us your translation of
what means and why would Ms. Wright refer to “crazy deals” done
at the end of the quarters?

Mr. JOGGERST. Generally, what we’d do is manage the sales fun-
nel very closely and we had conference calls on a weekly basis and
toward the end of a quarter, it would really be done on a daily
basis. And what we would look at are the opportunities that were
already contracted for, where we knew money was going to be com-
ing in . We had what we called primary targets which were pretty
well understood and thought out and we had a pretty strong likeli-
hood of being able to capture those revenues.

Then we also had secondary targets which were a little bit fur-
ther out and of course, obviously, for the other quarters a much
larger sales funnel was

Mr. GREENWOOD. So those would be the noncrazy deals?
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Mr. JOGGERST. Those, well, let me explain what would be crazy.
If you looked at what we normally assumed we could collect the
money that was due to us, we assume—you’d assume we could get
the deals that were in the primary category and then a portion of
the secondary sales final. What is happening more and more, par-
ticularly in 2001 is that there was a requirement, really that we
needed to win 100 percent of our secondary deals or a large portion
of them, much larger than we normally would in order to make the
revenue targets that were put to us. So that, from my perspective,
it was something that was really pushing the envelope. It was real-
ly too aggressive.

When Robin is talking about crazy deals at the end of the quar-
ter, one thing that was clear during my—during that period of time
at Global Crossing, it was not acceptable to miss your end of quar-
ter number.

Mr. GREENWOOD. So by “crazy” she meant, I assume, that this
was a deal that was being done not because the bottoms up review
of the market was driving it, but rather it was being driven by the
need to meet revenue expectations period. Is that fair?

Mr. JOGGERST. It’s fair that they are accelerated to close in a
very compressed timeframe. I've heard members of the sub-
committee mention that they think some of the transactions were,
in fact, sham, that there really was no value placed in what we
were selling or what we were purchasing. That’s not my belief.

I clearly believed that Global Crossing was still growing, that
there was plenty of opportunity going forward and that we would
have the capital and the ability to integrate those resources into
the network going forward. What was happening is rather than
having say weeks to negotiate capacity purchase with a customer,
sometimes those transactions needed to be completed within 48
hours because we would literally watch the clock as it ticked down
toward the end of the quarter.

Mr. GREENWOOD. Did you communicate your frustration about
meeting the 2001 projected IRU targets to senior management at
Global Crossing?

Mr. JOGGERST. I recall—I don’t recall any particular e-mails, nor
have I been shown any, but I do recall conversations with our CEO
at the time, Tom Casey saying that really the bottoms up forecast
doesn’t come anywhere near $2 billion and the result of that there
was a mini task force put in place to try and come up with some
very large, very aggressive outsourcing deals from some of our
major customers to try and bridge what was really a very large
gap.

Mr. GREENWOOD. Were any of the quarter IRU swaps entered
into at the time they were closed done solely for the purpose of
meeting the quarterly revenue numbers?

Mr. JOGGERST. There were at the end of first quarter, there was
a transaction with 630 networks that was critical to make our
quarterly numbers. The transaction could have waited. That one
was a particular concern in that the financial stability of 360 at the
time was very much in question. There were a number of conversa-
tions that I had directly with our Chief Executive Officer, Tom
Casey, as well as others about that.
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Similar kinds of transactions happened at the end of second
quarter, particularly with FLAG and Cable and Wireless in that we
needed to very dramatically accelerate some transactions that were
going to close the quarter and again, the express purpose was to
make sure that we made that quarter, end of quarter number.
That’s correct.

Mr. GREENWOOD. Is it the case that Global Crossing would not
have met its quarterly numbers, its revenue expectations without
those deals. Is that correct?

Mr. JOGGERST. Absolutely correct.

Mr. GREENWOOD. Can you describe the transaction with 360 be-
cause my understanding that it was clear that 360 was on the
verge of bankruptcy, that there was a sale made to 360 that reve-
nues were—from which the revenues were very realized. Is that
correct?

Mr. JOGGERST. The transaction with 360 was unusual in that we
had had on-going discussions. We had other transactions where we
had sold to 360, where we had purchased from 360. At the end of
first quarter, we did have a gap in our revenue and revenue that
we needed to recognize for the end of the quarter and I was aware
that Tom Casey, our CEO, was having conversations with Greg
Mafey about a potential transaction where Global Crossing would
sell to 360 networks capacity in the Pacific, across the Pacific to re-
place a project that they had since canceled and Global Crossing
would purchase from 360 networks capacity across the Atlantic
which Global Crossing had been forecasting a need for for some
time. So that wheel was put in motion, but again, as I recall it was
toward the middle of March, giving us a little less than 2 weeks
to try and close this kind of a deal.

Mr. GREENWOOD. Isn’t it the case that the capacity was never re-
alized because the company went bankrupt?

Mr. JOGGERST. That’s correct.

Mr. GREENWOOD. And Global Crossing booked $150 million of
revenue in that transaction?

Mr. JOGGERST. That’s correct. We had a number of conversations.
One that I can recall directly, at the kickoff meeting where 360
networks was present. Our Chief Counsel, Jim Gorton made a
statement, stood up and said he was against the deal in the pres-
ence of 360 networks because of their financial instability.

Mr. GREENWOOD. Do you believe that that transaction was done
fundamentally, given the fact that Mr. Gorton recommended
against it, given the impending bankruptcy, given the fact in retro-
spect that he never got the capacity that that was done fundamen-
tally to boost revenues in order to convince investors that the com-
pany was in better shape than it was. Is that a fair statement?

Mr. JOGGERST. It’s a partially fair statement. The only caveat I
would add is there was a true business need at the time for Global
Crossing to have additional trans-Atlantic capacity. To get it from
that company that had dire financial needs in a very accelerated
timeframe, those factors were done just in order to reach the rev-
enue targets. That’s correct.

Mr. GREENWOOD. Mr. Olofson, in your opening statement, you
made reference to the fact that you believe 13 out of 18 trans-
actions were questionable. Will you elaborate about that, please?
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Mr. OLOFSON. Well, what I was referring to was in the second
quarter of 2001, 13 of the largest, of the 18 largest IRU trans-
actions that are shown on the sales funnel had exchanges of vir-
tually exactly the same or similar amounts of cash. And that just—
apparently they were done within the last day or two of the quar-
ter and——

Mr. GREENWOOD. So what’s your interpretation of why the com-
panies did that?

Mr. OLOFSON. Well, I think again, I think they were trying to
probably meet their revenue targets and

Mr. GREENWOOD. Was there a business justification for those
transactions?

Mr. OLOFSON. That I don’t know. I'm not qualified to answer that
because I really don’t know what was on the other side of those
transactions. I don’t know what the company acquired. I do seem
to recall that in some cases the capacity may not have been de-
fined, that it was more in the nature of a credit and I think Mr.
Joggerst mentioned the FLAG transactions. My recollection is
FLAG booked that s some kind of deferred credit, so it wasn’t real-
ly defined at the time. So I really can’t answer this.

Mr. GREENWOOD. Were other people in the company complaining
to you that these transactions didn’t seem to quote, as you said,
smell right?

Mr. OLOFSON. Yes.

Mr. GREENWOOD. Can you elaborate on that?

Mr. OLOFSON. Well, I mean there were a number of people in the
Beverly Hills office. We weren’t doing the accounting for these
transactions any longer. It was being done in New Jersey, but a
number of the analysts were working on parts of analysis and some
of the statements and footnotes and stuff that went in the 10Q and
people were becoming more and more uneasy, wondered if there
were any rules surrounding the accounting for these types of trans-
actions any longer because originally when we just sold capacity,
we didn’t swap it, we had some pretty hard and fast rules. And it
didn’t seem like those rules applied any longer.

Mr. GREENWOOD. My time has expired. I just want to ask you
one question, Mr. Olofson and then I'll have some other questions
the second round. Why do you believe you were fired?

Mr. OLOFSON. I'm sorry?

Mr. GREENWOOD. Why do you think you were fired?

Mr. OLOFSON. I think I was fired because I raised these concerns.
As I said in my opening remarks, I raised them in June and I did
it again in the letter. I really was working within the system. I
mean I wasn’t out there blowing the whistle, but I do think that
there’s obviously enough concern and once and probably maybe the
bankruptcy became imminent. I got notified the end of December
that I was fired retroactively until the end of November.

Mr. GREENWOOD. My time has expired. The Chair recognizes the
gentleman from Florida, Mr. Deutsch.

Mr. DEUTSCH. Thank you. Mr. Joggerst, I wanted to focus on a
couple of the responses to the chairman and I have a series of ques-
tions after that, but if I heard you correctly, some of us made com-
ments in our opening statements that at least from our perspective
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the swaps didn’t have a business purpose. And the analogy, I think
Mr. Olofson used very well, the red truck/blue truck analogy.

I mean would your position be totally opposite that, that these,
at least in your case, in the sort of the hindsight of time, all the
transactions had business purposes?

Mr. JOGGERST. It was my perspective for the transactions that I
was more closely involved with that there were business reasons
for that. We needed additional capacity across the Atlantic. We
needed additional capacity in the North American network. We had
no presence in the Indian Ocean and certain parts of the world.
And again, it was my perspective, I still believed, that Global
Crossing was still growing our global network and that we would,
in fact, be one of the survivors and we needed the network capacity
reaching places where we didn’t currently have it in order to fulfill
that promise.

Now my caveat would be is from a sales perspective, all of that
made perfect sense. If the company didn’t have capital sufficient to
integrate those network resources that we were purchasing into the
overall network to create a more robust, seamless, all reaching net-
work, then, in fact, I don’t believe that those transactions were
really, the business purpose was going to be fulfilled.

Mr. DEUTSCH. If I could focus a little bit, I understand you don’t
have capacity across the Pacific in certain companies and you do
a swap to get that. But my understanding at this point is you were
swapping basically inside the United States in areas you already
had capacity and that you were doing the blue truck/green truck
situation. I mean you’re not personally involved in any of those?

Mr. JOGGERST. I'm not aware of anything that was actually just
a blue truck/green truck kind of transaction. I will give you an ex-
ample that would be in an undersea cable environment where that
kind of a transaction might make sense. For example, one of the
things the network engineer and my customers, wholesale cus-
tomers require would be geographic or physical diversity, so in fact,
if I had a facility between New York and London on one route and
I needed to create another physically diverse path, one way of
doing that might be to acquire that from another wholesale pro-
vider. That’s just an example.

I don’t know, I can’t point to any examples specifically where
there was just a pure exchange of exact same assets, no.

Mr. DEUTSCH. It wouldn’t be exact same, but assets that you
didn’t need which is really the question. If it’s assets that you need,
that’s one thing; if it’s assets that you don’t need, that you're doing
it to create a transaction——

Mr. JOGGERST. I think that they were assets that we were pur-
chasing that from my perspective, we needed in the long run. They
weren’t assets that we needed immediately, that we needed to close
these deals in a very compressed timeframe, very accelerated time-
frame, but I can’t think of any transaction that I'm aware of that
we bought something that really, that there was absolutely never
any purpose for.

I will confirm that clearly there was dissension within the com-
pany. There were some people who did not hold that belief.

Mr. DEUTSCH. You told the staff that in the second and third
quarters of 2001 you thought the revenue targets were unreason-
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able given the current industry conditions. What were those condi-
tions at that time?

Mr. JOGGERST. Prices were dropping. I had a concern that thee
were—one of the reasons why Global Crossing continued to have
some success quarter over quarter is we implemented new systems
to different parts of the world, opening up new markets, that we
would go to our existing customers. For example, if we had an ex-
isting customer on trans-Atlantic segments, we could now go back,
we could come in a couple of quarters later and offer capacity into
Latin America, then into Asia. There were no more regions that we
were opening up, so I was concerned that in order to—any large
deals that were on the table, they would have to come from a very
large outsourcing kind of arrangement of a potential, total
outsource of one of our customers’ networks.

Mr. DEUTSCH. Were your revenue goals reduced in 20017

Mr. JOGGERST. Pardon me?

Mr. DEUTSCH. Your revenue goals, were they reduced in 2001?

Mr. JOGGERST. My revenue goals were never reduced in 2001
from an IRU perspective. In fact, if you consider that we looked
at—as I recall, there was $2 billion in revenue for 2001, roughly
$500 million per quarter. The first quarter we were asked to come
up with $550 million; the second quarter, $650 million. So we were
on a trajectory that would exceed even what I thought was an exor-
bitant target in the first place of $2 billion for IRUs.

Mr. DEUTSCH. If you could look at Tab 21 which is a July 14,
2001 e-mail. I'm sorry, Tab 20. It’s a July 14, 2001 e-mail from
Tom Casey to you. In it he says “the carrier group is missing its
numbers badly, is forecasting that the second half of the year
would get even worse.” But Mr. Casey tells you that he does not
and I'll quote “not want to hear about how your part of the busi-
ness is just going to continue to erode. When we meet next week,
I want to know what you guys are going to do to turn around start-
ing immediately.” Is that the kind of pressure that you were talk-
ing about?

Mr. JOGGERST. Yes, this is indicative of the kind of pressure that
I'm talking about.

Mr. DEUTSCH. And you pressured your team to meet these unre-
alistic numbers as well?

Mr. JOGGERST. What I did is we looked at ways of really engag-
ing upper management, frankly, rather than just apply pressure to
the sales force directly. What we did is say is there any way that
we could achieve some large outsourcing deals with the help and
support of senior management such as Tom Casey, Gary Winnick
and others and they had oftentimes been involved in the process
themselves. So rather than just apply pressure downward, frankly,
my strategy with Mr. Casey and others would be to engage them
to be part of the solution rather than just part of the problem.

Mr. DEUTSCH. Are you familiar with the term outscoping?

Mr. JOGGERST. Yes, I am.

Mr. DEuTSCH. What does it mean?

Mr. JOGGERST. Outscoping is when there’s a customer that we’re
working with and there are—where we increase the size of the deal
that we’re doing with them and they increase the size of the deal
they’re doing with us and typically that happened a couple of times
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that I can recall at the end of the quarter, particularly with FLAG
and with Cable and Wireless.

Mr. DEUTSCH. And the purpose of it would be to?

Mr. JOGGERST. To meet revenue numbers for the quarter.

Mr. DEUTSCH. I mean isn’t that just tying to our whole premise
of not having a business purpose? I mean you’re just moving the
numbers up to get to those revenue numbers?

Mr. JOGGERST. I understand your point that the deals were made
larger, but I don’t agree that there was absolutely no business pur-
pose ever for those assets.

Mr. DEuUTSCH. Throughout 2001, Global Crossing increased the
frequency and size of the reciprocal transaction. It appears that it
was getting harder for the network people to identify assets to pur-
chase. On March 9, for example, Robin Wright wrote you and said
they didn’t have a great deal of enthusiastic support for purchasing
additional assets. This e-mail is in Tab 4.

Is that correct?

Mr. JOGGERST. Yes. As I recall, the network folks were becoming
alarmed that they didn’t have the resources to negotiate deals,
where they were actually purchasing capacity and there were a
number of people in the network organization that were in support
of these kind of purchases. That’s correct.

Mr. DEUTSCH. If you could take a look at Tab 9. This is on March
28, 2001. Michael Coghill, a network engineer, tells his boss that
he can’t justify $15 million in U.S. West and now sales wants $60
million, which he in good conscious and I'll quote, “cannot pretend
to develop a business case that justifies that transaction.”

You just overrode objections like this and particularly, I mean,
did you?

Mr. JOGGERST. Again, my issue was to work with the sales team
to identify targets for things for us to sell. Mr. Coghill didn’t report
to me, nor did Mr. Dawson, and you know and they were—this
looks to me like Mr. Coghill was escalating his concern to Mr. Daw-
son.

That certainly is his right and again, I was aware at the time
that not everyone in the network organization were enthusiasti-
cally supporting these transactions.

Mr. DEUTSCH. So in this case, I mean in a sense, you didn’t care
what you were buying, you just cared what you were selling?

Mr. JOGGERST. My focus was—the way most of these reciprocal
transactions took place is my sales force which is really one of the
largest, most well equipped carrier sales forces in the world, we
knew what our customers. We knew where our network was going
in the future and what their requirements might be. Increasingly,
over—particularly in 2001, those customers came back to us and
said yes, we’d be happy to buy from Global Crossing, but you have
to buy something from us. I mean at that point it was the role of
the sales person to make sure that we got the appropriate oper-
ations people involved to go through what it was that that company
was proposing to sell to us.

Mr. DEUTSCH. Let me just ask one final question. If you can refer
to Tab 32 which includes a September 26 e-mail from you to among
others, Robin Wright, you state that “the network people have put
out a string of e-mails that will kill a number of deals. These deals
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represent $250 million of our attempt to get $675 million in rev-
enue. Someone needs to fix this. I don’t have time.” Is this a good
representation, really, of the

Mr. JOGGERST. I'm sorry, what tab was that?

Mr. DEuTSCH. 32. 31, I'm sorry, 31. 31 on page 2. On the top.

Mr. JOGGERST. Yes, I see it. This is essentially me saying that,
you know, particularly this was the end of third quarter and a
number of the deals that are mentioned there, we didn’t do with
Dishnet or with Tycom, but effectively, if the network people didn’t
want to buy capacity, that was fine with me. I didn’t have time to
try and cheerlead or facilitate them acquiring something. That
really wasn’t my purpose. If they didn’t want to buy it, don’t buy
it. If we didn’t do the deals, then don’t do the deals. They would
have to really be accountable to their upper management.

Mr. DEUTSCH. But if they didn’t buy it, you couldn’t sell it.

Mr. JOGGERST. I am absolutely convinced that that’s the truth.

Mr. DEUTSCH. So that’s really that whole swap——

Mr. JOGGERST. Absolutely.

Mr. DEUTSCH. Thank you.

Mr. GREENWOOD. I'll recognize the chairman, Mr. Tauzin in a
second, but Mr. Joggerst, let’s go back to Tab 9 for a second be-
i:)ause I can’t help but feel that you should have covered that a little

it.

I'm going to read this to you. It says “We are now being asked
to provide business cases to support this transaction. This discus-
sion began with U.S. West at $15 million which we could not find
justification for, let alone $60 million. We will be factual in our es-
timation of the value of usefulness of these assets, but in good con-
science, cannot pretend to develop a business case that justifies
this transaction, but rather one that will show our economic risk.”

So what this guy is saying is we didn’t need the $15 million, we
couldn’t figure out how to justify that on the basis of capacity. Now
you want to quadruple it to $60 million and you’re asking us to jus-
tify $60 million when we couldn’t justify $15 million and the only
thing they could honestly do in good conscience is say this is stu-
pid. Isn’t that right?

1}/{1". JOGGERST. That would be my interpretation of this e-mail as
well.

Mr. GREENWOOD. Let’s get straight at it here. The Chair recog-
nizes the full committee chairman, Mr. Tauzin.

Chairman TAUZIN. Thank you, Mr. Chairman, first of all, let me
cite for our witnesses a document which you don’t have in front of
you. It’s actually a news story from The Rocky Mountain News
dated 9/11/02 referring to a witness who will appear in the next
panel, Lynn Turner, I'm sorry, not Lynn Turner, but Robin Wright.
It refers to Lynn Turner, the former top accountant for the Securi-
ties and Exchange Commission in the last Administration. Lynn
Turner is now working for Colorado State University Center for
Quality Financial Reporting indicating at least in Lynn Turner’s
opinion that the memo prepared by Robin Wright of Global Cross-
ing who will testify in the next panel explaining to co-workers what
needed to be done for Qwest to book revenues quickly ends up
being the smoking gun in this case because it details exactly the
problem. But we have a lot of documents that some of you are
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aware of that are sort of the paper trail leading to this conclusion
that indeed this memo may be the smoking gun, if you will. And
I want to refer them to you and get your thoughts on them.

First of all, Ms. Szeliga, we can go all the way back to the year
2000 when you first wrote the note to David Walsh which we have
at Tab 26 in the book. This was Robin Wright, I'm sorry. I've got
the wrong Robin. We can go back to that date in any effect we’ll
visit with her tomorrow, in the second panel rather, where she
writes about being concerned with the IRU number. “I sent the
note below to Gary and John and while I think they understand,
I think the IRU number, indefeasible rights of use number, ends
up being the plug number in order to meet the street’s expecta-
tions.”

Do you want to tell me what the business of plug numbers to
meet street expectations are all about?

Mr. JOGGERST. I can comment. I think I've made the comment
to Chairman Greenwood in that again, as I mentioned at Global
Crossing it was unacceptable to not make the number, so the IRUs
were really what we could do, a deal that could be done quickly for
a large dollar amount, a contract that could be signed, executed
quickly and then you could achieve that goal.

Chairman TAUZIN. So literally the plug number is a number
you've got to meet to meet those Wall Street expectations, because
if you don’t meet them there are some pretty bad consequences to
the company and these IRU trades was an easy way to plug those
numbers in and meet those expectations. Is that essentially it?

Mr. JOGGERST. What they were was a one-time transaction
where you receive a bunch of cash up front. The alternate would
be to sign up a number of deals that would pay over on a monthly
basis, say 3 or 4 or 5 years, but if you sign that day, say on the
2 weeks before the end of the quarter, even though you may have
a large commitment for hundreds of millions of dollars, you
wouldn’t see that.

Chairman TAUZIN. It wouldn’t be a plug number.

Mr. JOGGERST. That’s correct.

Chairman TAUZIN. You wouldn’t meet the expectations. In fact,
we have a number of confidential members, one at Tab 30 and one
at Tab 27 that sort of tell the story about what happens when a
company is anxious to meet those plug numbers with deals that
might not otherwise be very justifiable.

At Tab 27 we see a note from Wes Winkler to Joe Becchi talking
about a deal with Velocita and I quote, “I have been charged with
the daunting task of figuring out how to sell the junk we obtained
over the past few quarters of reciprocal deals.”

And if you look at Tab 30 you'll see Joey Wong of Global Cross-
ing writing to someone named Robert and others, you see the ad-
dress on top, “the problem with the other deals is that sales folks
don’t know exactly what theyre getting and the product guys
haven’t figured out what to do with these assets and GNO buckets,
so this business guy is stuck since there is no direction given. What
makes it worse is that a lot of the assets we’re getting, I don’t
think we can justify them.” He goes on to say “I wish this company
just come clean with the street—" that’s Wall Street, right? “Re-
garding our guidance. This swap crap is going to kill us in the long
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Eun and I'm personally very fed up with this business case gar-
age.”

It gets even stronger when we go all the way to the letter that
was written by someone named Michael. We don’t know who that
is. That’s an anonymous letter on Tab 46. You'll all turn to it.

And then Ms. Szeliga, I want to talk to you about an incredible
memo that follows on 43, so you might get ready for it.

But at Tab 46 we see a letter, anonymously written to someone
named Mr. Harad whom the letter writer thought was on the board
of Qwest Communications. It was sent to him and he forwarded it
to Philip Anschutz, the chairman of the board, who obviously re-
ceived it. It’s a remarkable letter. It’s coming now in April 2002.
It begins by asking that Joe Nacchio and Drake Tempest be fired
for cause and the letter writer says Qwest has violated securities
laws, SEC rules, some state commission rules. It says “Joe and
Drake did not order specifically subordinates to do unethical acts
or illegal acts, however they set goals and targets” can I add edi-
torially “plug numbers?” “That were impossible to obtain without
engaging in unethical or illegal acts. Basically, subordinates were
given the choice, Mr. Olofson, of attaining these targets or being
fired. Unfortunately, at least a dozen Qwest employees chose to
break the law rather than face dismissal. The SEC is searching in
some of the right places where some of these violations occurred.
The people involved were at least smart enough to do most things
orally and left a very sparse written trail. It will either take the
SEC getting lucky or employees breaking ranks in order for the
SEC to uncover the smoking guns.”

The last paragraph this is “consider your own liability. This let-
ter will serve notice on you that illegal things were done at Qwest
and finally concludes what I'm assuming that you learned some-
thing from Enron.” This letter occurs after the Enron hearing.

So the letter indicates that all this stuff is still going on. Qwest
hadn’t come clean with the Street and that employees were still
being threatened with being fired or breaking the law.

The most important document I want you folks to discuss with
me in the time we have is a memo written from one former audit
chairman at Qwest, Audit Committee chairman to then current
chairman, from Peter Hellman to Tom Stevens. It’s at Tab 43 and
I want to quote it to you and I want to get your comments, particu-
larly, Ms. Szeliga and Mr. Joggerst and Mr. Olofson.

It raises the question about how this stuff happens and what
might be going on and it states an opinion as to what may have
been wrong. It says “not that Joe”—I assume that’s Joe Nacchio—
“is not saying the right things” and then in parentheses “make the
numbers and do it the right way, but the line people including the
divisional CFOs are only hearing make the numbers. In my opinion
there are well-known consequences for not making the numbers.”
Perhaps getting fired for the company not making the Wall Street
projections, the plug numbers being there, the stock going down?
We can imagine all the known consequences.

But here’s the kicker “but no clear consequences for cutting cor-
ners.”

Further on, “Finance people in the business unit were obscuring
the appropriate facts both from AA and Robin to whom they di-
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rectly report. As far as I can determine there were no consequences
for their actions.”

Now it appears to me what the Audit Committee, former Audit
Committee chairman is telling the new Audit Committee chairman
at Qwest is look, maybe Joe’s not saying do anything wrong to
make the numbers, but all the people are hearing is make the
numbers. And there are terrible consequences if you don’t. But
there aren’t any real evident consequences if you do the wrong
thing to make the numbers.

Talk to me a bit about that. Was that the culture by which
Qwest and Global Crossing found themselves in the mess they now
find themselves?

Ms. SZELIGA. I don’t recall it being the culture that there were
no consequences for not following process at Qwest. I think the
record shows that I saw process as being very important and there
were a number of instances when I personally spoke with folks who
I thought hadn’t appropriately followed the policies and procedures
we had in place. We reminded them of those either orally or in
writing on different occasions.

Chairman TAUZIN. Give me an example.

Ms. SzZELIGA. For example, I don’t recall the specific reason, but
I received from my controller a concern that said I think we need
to remind folks of some processes and I can’t remember what the
genesis of his concern was specifically, but I left a voice mail to a
number of folks in our company——

Chairman TAUzIN. Did anybody get fired for doing the wrong
thing, to make the numbers?

Ms. SZELIGA. I wasn’t aware at the time that I left this voice
mail I'm referring to that anybody had done anything wrong, but
rather the controller was acting out of a concern that controls be
followed, trying to be proactive.

Chairman TAUZIN. You know, we found no memos from anyone
saying don’t you dare make the numbers by breaking the laws or
breaking the rules or by hiding the true nature of one of these
deals. We didn’t find any memos that said that. We found a lot of
memos of people saying we’ve got problems with these deals and
we've got troubles with them. We got conversations, we have inter-
views that say—Mr. Joggerst, you know what I'm talking about.
There were a lot of people saying there’s something wrong with
this and we shouldn’t be doing it, but there were also memos say-
ing you’re going to get fired if you complain. Is that right?

Mr. JOGGERST. I did have the impression, I think I mentioned
earlier that not meeting the number was absolutely unacceptable
at Global Crossing. We had to make the quarterly number. Wheth-
er people would get fired, get shuffled aside, given a nonimportant
task, I mean I’'m not sure what the specific penalties might be, but
I do contrast it with the early days of Global Crossing when there
was much more of a collegial atmosphere where deals, pros and
cons were discussed openly and——

Chairman TAUZIN. Something changed, right?

Mr. JOGGERST. And something changed.

Chairman TAUZIN. We learned about the office of the chairman
when we did our Enron hearings. It’s a special kind of office. What
was it composed of at Global Crossing?
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Mr. JOGGERST. The office of the chairman included Gary
Winnick, Lod Cook, the secretary was Sherri Cook, secretary of the
company and the CEO, the point in time that we’re talking about
is Tom Casey.

Chairman TAUZIN. And Tom Casey and Gary Winnick were very
close?

Mr. JOGGERST. It’s my understanding that they had known each
other for some time. Tom joined Global Crossing as our head of
mergers and acquisitions from Merrill Lynch in London and it was
generally thought that they were personal friends.

Chairman TAUZIN. If I told something to Tom Casey, was it gen-
erally assumed in the corporation, Gary Winnick would know it?

Mr. JOGGERST. That was absolutely my assumption.

Chairman TAUZIN. They shared everything.

Mr. JOGGERST. That would be my assumption, absolutely.

Chairman TAUZIN. I want to turn to some of the consequences of
things going wrong and I've got some of your notes, Ms. Szeliga,
we find them at Tab 87, if you want to refer to them.

This takes us back to June 20 or so of the year 2001. What has
just happened is that Morgan Stanley has dropped a bombshell.
Their analysts have said that Qwest has bloated income after its
merger with U.S. West and Nacchio was furious. There are meet-
ings and discussions about it. These are notes of your meetings, ap-
parently, and this is strategy to handle the issue.

I take you down to number 4, and it says “quietly close Morgan
Stanley out of company.” Are those your notes?

Ms. SZELIGA. This is my handwriting, that’s correct.

Chairman TAUZIN. So these are your notes, is that right?

Ms. SZELIGA. Yes sir.

Chairman TAUZIN. So is it correct that this is the kind of way
the company reacted to Morgan Stanley criticizing it for bloating
income?

Ms. SzELIGA. This is one of the ways that the company reacted.

Chairman TAUZIN. Did you, in fact, follow up and try to close
Morgan Stanley out of the company?

Ms. SzZELIGA. I didn’t have the personal responsibility or the au-
thority to close Morgan Stanley out of our company, but Morgan
Stanley was no longer employed after the notes came out by the
company to do significant banking transactions.

Chairman TAUZIN. Was this your idea or are you writing a note
about somebody else’s idea of the meeting?

Ms. SZELIGA. I don’t recall specifically writing it, but I do believe
this was some notes taken following conversations that were had
with senior executives in a company as they:

Chairman TAUZIN. Give me some names of people who were
there?

Ms. SZELIGA. A number of folks had conversations after the Mor-
gan Stanley note came out including Joseph Nacchio, our CEO,;
Afshin Mohebbi, our COO; Drake Tempest, our general counsel. It
would be not uncommon for me to participate in those conversa-
tions where the company was dealing with a very significant issue
and we would get together and discuss——
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Chairman TAUZIN. And this note arose from that discussion. You
don’t know who came up with the idea to close Morgan Stanley
out?

Ms. SZELIGA. I'm sorry to say I don’t exactly remember writing
the note, but the tone of what I'm saying in this——

Chairman TAUZIN. Do you remember who said that?

Ms. SzeLIGA. I know Joe Nacchio was very angry at Morgan
Stanley and he expressed it publicly on the call that we had fol-
lowing the notes that were issued by Morgan Stanley analysts.

Chairman TAUZIN. You see where I'm getting at. I mean when
we read a memo from one Audit Committee chairman to another
saying look, we got a problem here, this business of just meeting
the numbers, making the numbers, everybody getting that mes-
sage, having to do it or face the consequences and anybody who
gets in the way gets rolled, including an investment house that
criticized the company. Let just run out the company. We're not
going to do business with them any more. That’s the culture I'm
asking about. If that culture—Mr. Joggerst, if the culture of the
company changed, and that became the new culture of the com-
pany, is that not maybe the underlying reason so many people may
have according to that memo violated rules and law?

Mr. JOGGERST. It is my belief that the pressure to make the
numbers became really the overriding factor in the company at
that time. The pressure was uncomfortable. I can tell you myself,
I remember the sales people literally did not sleep for several
nights toward the end of a quarter, receiving phone calls. I can re-
call in the case of the 630 Network’s deal receiving many phone
calls, including one from Tom Casey about 11:35 the night before,
that Saturday night before the first quarter books closed or before
the quarter closed, making sure that the transaction with 360 Net-
work was done.

Chairman TAUZIN. And the pressure was coming from whom in
these cases?

Mr. JOGGERST. The pressure in my understanding was coming
from the office of the chairman which included the individuals that
I mentioned. The specific conversations that I had were largely
with Tom Casey.

Chairman TAUZIN. Although it’s rather obvious, and I know my
time is up, Mr. Chairman, but all of this was designed to meet the
numbers, to keep the stock prices high so that those who enjoyed
stock ownership or options in the company might profit, is that
right?

Mr. JOGGERST. That is my understanding and again, I think
every company’s mission statement says that they’re there to in-
crease shareholder value. What I didn’t understand at the time was
the financial situation that the company was in and what I’ve since
seen is most potentially the financial harm that was being done by
the company by the sales force and the operations people pro-
ceeding with a number of these deals.

Chairman TAUZIN. The other two of you, Mr. Olofson, Ms.
Szeliga, if you would comment on that. Was that the problem? Was
that the goal? Keep the numbers up, make the Wall Street esti-
mates so that the stock prices can continue to benefit those who
held stock or options in the company?
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Mr. OLOFSON. In my opinion, I think that was always the No. 1
consideration. I think from the get go, the company was very ori-
ented toward Wall Street and had a good relationship with all the
financial analysts on the street. Making the numbers in the early
days was relatively easy and I think that as Mr. Joggerst has men-
tioned, when the market started to decline, prices started to drop.
It became more difficult to make the numbers, but the culture was
still there.

Chairman TAUZIN. Ms. Szeliga?

Ms. SzELIGA. The Qwest culture was changing over time quite a
bit because we had merged with U.S. West and at the time of the
merger the markets were still doing fairly well. It was subsequent
to the merger when we were trying to bring two very diverse cul-
tures together that we were also faced with the market down turn
and what appeared to be about a year after the merger or maybe
a bit longer than that an industry that we all believed demand
would continue to grow in, in fact, contracting. And so I think that
the pressure that Mr. Joggerst is referring to, my recollection of
how that felt and what that looked like was it wasn’t that hard to
make your numbers because it was growing and then all of a sud-
den in the midst of what was a difficult time in trying to combine
two companies, there was this economic downturn and this contrac-
tion in the market that made it extremely difficult and there was
certainly a heightened sense of pressure for everyone in the com-
gany and I believe in the industry to keep going and getting that

one.

Chairman TAUZIN. Thank you. Thank you, Mr. Chairman.

Mr. GREENWOOD. Mr. Joggerst, I wanted you to look at Tab 32
for a second before I go to Ms. DeGette, because you've testified
this morning that you believed that these transactions were all,
they would have been needed eventually. The capacity would have
been needed eventually, but you are just questioning the timing.
Maybe we don’t need it right now. Isn’t that how you've testified
this morning?

Mr. JOGGERST. For the transactions that I was aware of——

Mr. GREENWOOD. Here’s one I think you’re aware of. This is a
confidential memo dated September 27, 2001. It has to do with the
Qwest deal into Scandinavia and you receive an e-mail from Brian
Fitzpatrick which says “I received a call this a.m. regarding the
Qwest deal, specifically regarding our interest for swap capacity
into Helsinki. I want to make sure we are all operating from the
same place. We do not need any capacity in Scandinavia. We cur-
rently have invested $80 million plus into this region and have no
customers. To tell ourselves we will take this capacity into inven-
tory will add value to our efforts of yielding a return on the invest-
ment we've already made is not what we want to do.” And then he
says “do not mask a business plan to justify an ugly deal” to which
you responded, “I'm not kidding. I can’t work like this where every-
one is now in the mode to cover their ass by documenting opin-
ions.”

thl);iv was that about the capacity you were eventually going to
need?

Mr. JOGGERST. Clearly, it was my understanding and my belief
and I did not work directly on many of the Qwest transactions, but



37

if somebody would ask me whether there was a requirement or a
need to get capacity into Scandinavia, since I was so early into
Global Crossing’s tenure, yes, in fact, we did have a project called
Baltic Crossing where there was even a traffic study done to look
at what would be the requirements into that region of the world,
and yes, I did believe that there might be some requirement going
forward in the future for that.

As I already mentioned

Mr. GREENWOOD. Even though your co-president of sales who ap-
parently did understand what was going on in Scandinavia said
this is ridiculous, we’re never going to use this. We've already
dumped a bunch of money into this place. We have no customers.
Did you take his opinion to have some value since he seemed to
understand this?

Mr. JOGGERST. This e-mail was not sent just to me. It was sent
to a number of people.

Mr. GREENWOOD. I understand that.

Mr. JOGGERST. And yes, I did take his opinion into consideration.

Mr. GREENWOOD. So this morning when you testified that, in
fact, it is your opinion today that all of these deals were done for
some—they weren’t just done to make the revenue figures, they
were done because you think eventually this capacity would have
been needed. Here, when you're looking at this and he says we've
already got $80 million invested into Scandinavia. We have zero
customers. Let’'s go buy some more, you thought it made sense to
you that that’s probably what was going to be needed some day?

Would that have been in this millennium?

Mr. JOGGERST. My reaction, Mr. Chairman, would really be that
it would be important to aggressively go out and try to pursue op-
portunities there. If none came to be, then we would need to look
at some large outsourcing deals that I've already mentioned that
were in the works that Brian Fitzpatrick worked on as well. One
that would have been in the billions of dollars.

Mr. GREENWOOD. This was the Baltic deal.

Mr. JOGGERST. No, no, no. Outsourcing of a global network——

Mr. GREENWOOD. But I'm talking here, the Baltic deal. You said
the Baltic deal.

Mr. JOGGERST. The Baltic deal, Mr. Fitzpatrick probably was not
aware of. That was a business case that was done, I think prior to
Global Crossing and Frontier merging. Global Crossing, I came
from Global Crossing and Brian came from the Frontier organiza-
tion.

Mr. GREENWOOD. I'd like to play Monopoly with you some time
and I'll trade you Baltic for Boardwalk. The Chair recognizes the
gentlelady from Colorado, Ms. DeGette.

Ms. DEGETTE. Thank you, Mr. Chairman. I'd like to follow up a
little bit on Chairman Tauzin’s questions because I think he’s hit
the nerve.

Ms. Szeliga, I think you testified that you became the CFO of
Qwest in April 2001. Correct?

Ms. SZELIGA. That is correct.

Ms. DEGETTE. And you were actually acting in that capacity
since the beginning of 2001, right?
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Ms. SzELIGA. Not exactly, Congresswoman. I was an acting CFO
from approximately the beginning of March 2001.

Ms. DEGETTE. Okay. And you also are a CPA by training so you
know about accounting rules and all of that?

Ms. SZELIGA. Yes, I am a CPA.

Ms. DEGETTE. And in your position as Chief Financial Officer of
Qwest, I think you testified earlier you really tried to make sure
that proper auditing and accounting standards were followed,
right?

Ms. SzZELIGA. Yes, I did.

Ms. DEGETTE. Now you also, I think, said in your opening state-
ment or certainly in your written testimony that you worked very
closely with the Audit Committee of the board, correct?

Ms. SzZELIGA. Yes, I did.

Ms. DEGETTE. How often would you say you spoke with members
of the Audit Committee?

Ms. SZELIGA. Over time, it changed, but generally at least quar-
terly and then as time went on during my tenure we were speaking
up to weekly and even day after day in certain circumstances
where we were resolving issues or having important discussions
that were time sensitive.

Ms. DEGETTE. And would you speak with the entire Audit Com-
mittee or just certain members of the Audit Committee?

Ms. SzELIGA. Under different circumstances, it could be different,
yes.

Ms. DEGETTE. Now shortly after you became CFO, and maybe
before, you've been with Qwest since 1997, if I'm not mistaken?

Ms. SZELIGA. That is correct.

Ms. DEGETTE. You became concerned about these swaps shortly
into your tenure, would that be fair to say?

Ms. SZELIGA. I would describe concerned as the swap trans-
actions were consuming capital.

Ms. DEGETTE. Right, and in fact in the first quarter of 2001, the
capacity swaps ate up the entire international capital budget,
didn’t they?

Ms. SZELIGA. The element I believe you're referring to as I recall
and came to find out after I became CFO was an approved spend-
ing budget for international routes that we were trying to develop
in getting our global network up and running. And in the first
quarter we spent approximately the amount that we thought we
would spend for the entire year on the global network.

Ms. DEGETTE. And that didn’t end after the first quarter, did it?

Ms. SZELIGA. We continued to spend capital on global routes in
the second quarter and a smaller amount in the third quarter.

Ms. DEGETTE. Okay, now around the summer of 2001, you start-
ed pushing for more disclosure about swaps, didn’t you?

Ms. SzZELIGA. I actually conferred with folks in my controller
shop, and our auditors, and decided given the fact that we were
continuing to build out our global network, that I thought it would
be prudent to do more disclosure because it was a——

Ms. DEGETTE. So your answer is yes?

Ms. SZELIGA. Yes ma’am.
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Ms. DEGETTE. Thanks. Now—I'm sorry, they only give us 10
minutes, although I know the clock has been stuck a couple of
times.

So the controller also wanted more disclosure of these swaps too,
correct?

Ms. SzELIGA. I would characterize it as we agreed that it was ap-
propriate to put disclosure

Ms. DEGETTE. Exactly. Now during the summer of 2001, did you
start to get wind of—and these swaps, they could have perfectly le-
gitimate business reasons, couldn’t they, in and of themselves.
We've heard some of that testimony earlier?

Ms. SZELIGA. Yes.

Ms. DEGETTE. The problem, of course, from an accounting per-
spective would be if there was no legitimate business purpose for
the swaps, right? I'm putting it in lay person’s terms, but that’s,
in essence, what it is?

Ms. SZELIGA. One of our processes and procedures was to deter-
mine by asking those qualified to answer the question, if there was
a business purpose.

Ms. DEGETTE. Right, so in the summer of 2001, you and the con-
troller and your staff began to hear about side agreements, did you
not?

Ms. SZELIGA. There was a concern that we should reiterate and
codify in writing some of our rules around how we were putting
contracts together.

Ms. DEGETTE. And that was because there was some concern
about side agreements, right?

Ms. SZELIGA. My controller expressed concerns to me.

Ms. DEGETTE. When was that?

Ms. SZELIGA. It was June or July or August.

Ms. DEGETTE. And what did your controller say?

Ms. SZELIGA. I can’t remember specifically what he said, but he
was expressing concerns that if there were side agreements, out-
side of the contracts being reviewed by the accountants that we
may not account for it correctly and we need to make sure we had
everything together so that we could get it right.

Ms. DEGETTE. Right, exactly. Well, why would your controller
think there might be side agreements? Did he say?

Ms. SZELIGA. As I recall, and this is a vague recollection, he was
getting questions from folks in the business units or sales organiza-
tions about that sort of thing and that led him to believe that——

Ms. DEGETTE. It might exist?

Ms. SZELIGA. Or that reiterating the controls

Ms. DEGETTE. If you look at Tab 39 in your notebook, Tab 39 is
a confidential memo from you to a bunch of people. It was cc’d to
other people and that’s what you’re talking about, kind of trying to
codify these accounting treatments of the swaps right?

Ms. SZELIGA. This is one of the things I was referring to, yes.

Ms. DEGETTE. And on page 2 of that agreement, you said “note
that we are required to provide representation to our auditors that
no side letters or other verbal or written agreements exist between
the parties, right?

Ms. SZELIGA. Yes.
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Ms. DEGETTE. And that’s based on the concern that your con-
troller was talking about, right?

Ms. SzeELIGA. What I believe he and I were trying to commu-
nicate to the people on the memo was that we were going to be
making representations and that we were relying on people to give
us the right information so that we could validly make those rep-
resentations.

Ms. DEGETTE. Now when you wrote this memo on August 2,
2001, were you personally aware of any side agreements?

Ms. SzZELIGA. I do not recall being personally aware on August
2 and I did not write it myself.

Ms. DEGETTE. But your name is on it. You obviously reviewed it
before it went out.

Ms. SZELIGA. I did review it.

Ms. DEGETTE. Okay.

Ms. SZELIGA. And gave comment to it.

Ms. DEGETTE. Now some time after August 1, you personally
found out about a side agreement, right?

Ms. SZELIGA. Yes, I did.

Ms. DEGETTE. And when was that?

Ms. SZELIGA. I don’t recall.

Ms. DEGETTE. It was like in July, right? No, that would—when
was it, October?

Ms. SzELIGA. I don’t recall specifically, but it was some time in
October that I became aware that there was a letter and an e-mail
that would be, could be termed as side agreements, yes.

Ms. DEGETTE. And I'm sorry, so you became aware some time in
October?

Ms. SzZELIGA. Yes, I believe that’s correct.

fVMS. DEGETTE. And what deal was that that you became aware
of?

Ms. SZELIGA. It was brought to my attention that there was a let-
ter and an e-mail associated with the C&W transaction.

Ms. DEGETTE. Right. And what did you do about that?

Ms. SZELIGA. 1 asked my controller to, as I recall, follow up on
it and I went to speak to Mr. Mohebbi, our COO and president
with regard to the e-mail immediately. I believe that same day and
I spoke with him as to whether he had written it and why it ex-
isted and expressed my concerns that it was not following processes
and procedures.

Ms. DEGETTE. And would that be Exhibit 78 in your notebook?
It’s a letter dated December 29, 2000 from Mr. Mohebbi to Nick
Jeffrey?

Ms. SZELIGA. I believe this is the one that I had when I was con-
cerned about it and went and talked to him.

Ms. DEGETTE. Okay, and that was dated 2000, but you didn’t
find out about it until around October 2001, right?

Ms. SzELIGA. That’s approximately correct.

Ms. DEGETTE. Did you ask Mr. Mohebbi were there other side
agreements like this? He was the COO of Qwest at that time.

Ms. SZELIGA. I don’t recall asking him if there were others. I was
certainly very focused on this one, asking him what it meant and
how it did come to be.

Ms. DEGETTE. What was his response?
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Ms. SZELIGA. His response was I don’t recall writing it. I don’t
believe I sent it. I'll need to look into it and I'm paraphrasing. I
can’t remember the exact words.

Ms. DEGETTE. And in fact, subsequently, we learned that it was
said. In fact, it was a side agreement, right?

Ms. SZELIGA. I believe we came to understand that it had been
sent and there was some debate about who had actually sent it and
at what time, etcetera.

Ms. DEGETTE. You had a subsequent conversation with Mr.
Mohebbi about this, right?

Ms. SZELIGA. I believe I did.

Ms. DEGETTE. Tell me about that?

Ms. SZELIGA. It is my recollection that Mr. Mohebbi came back
and followed up with me after our initial conversation saying that
although he couldn’t specifically remember, he didn’t think he’d
sent it, but had authorized someone to send it for him.

Ms. DEGETTE. So in fact, this was authorized by the COO of
Qwest, right?

Ms. SZELIGA. As I recall it, that was generally the statement he
made to me and he said he did not review it before it got sent, as
I recall.

Ms. DEGETTE. Do we know who he authorized to send it?

Ms. SZELIGA. I cannot remember if he pinpointed an individual.
I just can’t remember.

Ms. DEGETTE. Now in the meantime, that really concerned you,
didn’t it because what the side agreement shows is there’s poten-
tially no reason to book these swaps as legitimate business trans-
actions, right?

Ms. SZELIGA. I thought of it more in terms of if this particular
side agreement had been put in place, that we needed to follow up
on this particular transaction and bring it to the forefront and in-
vestigate to determine if we had appropriately booked the revenues
on it.

Ms. DEGETTE. Were you also concerned there might be other side
agreements that you didn’t know about, given the rumors that you
had been hearing for some months?

Ms. SzZELIGA. Yes, I was concerned, not generally from rumors,
but that this was a break in policy and that we needed to look into
it and so we took further steps.

Ms. DEGETTE. Now, in fact, you were so concerned you asked for
a special meeting of the Audit Committee of the board, correct?

Ms. SzZELIGA. Yes, I did.

Ms. DEGETTE. And you had a telephone meeting with the Audit
Committee and you explained these concerns. This is Tab 83 in
your notebook where you said, Andersen, your auditor and yourself
were previously unaware of certain terms of the transactions and
the size of the transactions, but it was your view the corporation
didn’t need to take action with respect to the accounting and then
you also said you had talked about it with Mr. Nacchio, Mr. Tem-
pest and they were comfortable and that the committee was com-
fortable with your recommendations, right?

Ms. SZELIGA. That is correct.

Ms. DEGETTE. Did you have any subsequent conversations with
the Audit Committee about these side agreements?
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Ms. SZELIGA. On a number of occasions, we discussed the policies
and procedures that we had in place that would not allow for a side
agreement to be made.

Ms. DEGETTE. Do you know if the Audit Committee or the board
ever took any action as the result of these revelations detailed in
the October 29 board meeting or Audit Committee meeting?

Ms. SzELIGA. I believe that the Audit Committee had direct con-
versations with our CEO. I'm not aware of the specifics of the con-
versation. I don’t know if they spoke to Mr. Mohebbi or not.

Ms. DEGETTE. In fact, on October—in fact, they had a subse-
quent meeting that you were not at with Mr. Nacchio, correct?

Ms. SZELIGA. The Audit Committee spoke to Mr. Nacchio in pri-
vate. I believe it was early December.

Ms. DEGETTE. And from what we know they pretty much reamed
him out. Do you know anything about that?

Ms. SZELIGA. I know they were going to have conversations with
him and they asked me to leave the room.

Ms. DEGETTE. Do you know if the Audit Committee did anything
after they chastised Mr. Nacchio? Did they ask—did they report it
to the board at large? Do we know?

Ms. SZELIGA. I believe that the Audit Committee gave full up-
dates of our Audit Committee meetings to the members.

Ms. DEGETTE. Do we have any written minutes that show that,
that you know of?

Ms. SZELIGA. I can’t say for sure, but the minutes were taken at
the board meetings where the audit chairmen would have had to
come forward and——

Ms. DEGETTE. So if they did reveal it to the board, it would be
in the minutes?

Ms. SZELIGA. Our minutes tends to be brief and——

Ms. DEGETTE. So you don’t know. Do you know if they ever
asked anyone, any outside auditors to look and see whether the in-
come needed to be restated at that time as a result of these side
agreements?

Ms. SZELIGA. As a result of the C&W conversation we had, they
did not. As I had recommended after calculating the percentage of
revenue that it represented, that I would not recommend that we
go back and restate on that particular

Ms. DEGETTE. There were many more side agreements. Did they
ever do anything about that?

Ms. SZELIGA. After the meeting where I brought this to the at-
tention of the Audit Committee, we agreed with the Audit Com-
mittee based on my recommendation that we will go back to our
files, gathering them from many places and look to see if we can
find any side agreements, amendments or anything like that that
accounting had previously been unaware of and determine if we
could find anything that would cause us to think we needed to look
further about restatement.

Ms. DEGETTE. Mr. Chairman, I have many more questions as a
result of that answer, but T'll ask them in the second round.
Thanks for your commenting.

Mr. GREENWOOD. Thank you. The Chair is going to be flexible
with the time so that everyone has all the opportunity they want.
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Before I go to the next speaker, a question for Mr. Joggerst,
again, I'm having difficult with your earlier testimony today that
you believed that the transactions at Global Crossing engaged in
would have all been justified over time, but maybe they were done
sooner than needed, but it wasn’t the case that it wasn’t needed.

I want to read you another quick memo that came to you again
from Brian Fitzpatrick. It’s Tab 19. And it says “We need to make
sure we are all solving for the same problem” whatever that
means. “We need the top line revenue by the close of the quarter.
In order to get it, we have to spend a reciprocal amount with key
carriers, in this case, Qwest. Our option is to spend the same
amount of cash and end up with nothing. I want to make sure the
three of us are 100 percent together regarding the fact that the
Eastern Europe market, Vienna to Prague, nor the Scandinavian
market, up to Helsinki, would support the numbers that are stated
in the attached business case. The Euro market is crashing. No one
is spending $700 million on these routes. I feel like we, you and
I, are putting our names and careers on the line supporting this
type transaction without having a discussion with the others about
what we are really doing.” When you read that memo on June 28,
did you take that to mean that eventually even though he’s saying
there’s no justification for this purchase of $700 million, you still
believed that it was eventually a capacity that the company was
going to need?

Mr. JOGGERST. Mr. Chairman, let me just make a comment about
this e-mail as well as the other e-mail that we looked at a moment
ago from Brian regarding capacity into Scandinavia. I didn’t per-
sonally work the Qwest deals. I wasn’t personally involved in nego-
tiating the terms and conditions, and frankly, when I looked at
this, the e-mail that we looked at before, dated 9/27, I'm not even
sure that deal was done in third quarter.

Mr. GREENWOOD. That’s not the point here. The point here is you
saw these e-mails. They were sent to you. And I've got a stack of
them here and I haven’t even read the most scandalous ones in
which it was brought to your attention over and over again, capac-
ity was being acquired for which there was no rational business
deal at all, business purpose at all, not that—they didn’t say we
don’t need this now, we’ll need it later. They said we don’t need
this. We can’t justify this. And yet you testified this morning that
you thought all of these deals would eventually, this capacity would
eventually be needed.

I can’t reconcile the two. I don’t understand how you could have
seen all of these e-mails in which you were told there’s no business
justification whatsoever for them and then sit here and tell this
ccf)mﬁnittee that you thought eventually the company would need all
of this.

Mr. JOGGERST. First of all, a point of clarification. What I said
is for the deals that I worked closely with, that I was personally
involved with, that I knew where we were acquiring assets, in
those deals specifically, yes, I did believe that there was either a
short term or long term purpose for them.

Mr. GREENWOOD. So are you willing to say under oath to this
committee that in 2001, last year, you were perfectly aware that
at least your co-president, Mr. Fitzpatrick, was screaming bloody
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murder, that there were deals being done for which there was no
business rationale whatsoever. In fact, that any rational effort to
evaluate the business would have said these deals should not be
done? Is that right?

Mr. JOGGERST. I was absolutely aware that there were a number
of people including Brian who were quite upset, did not believe
that the market was going to continue to grow. I think as Ms.
Szeliga mentioned, I mean we were at a point where we were real-
ly sitting on top of a bubble. Some of us believed that we would
continue to grow and some people foresaw that that it was going
to burst.

Mr. GREENWOOD. The problem is that Mr. and Mrs. America out
there banking their retirement on the numbers that you guys were
putting out didn’t have the inside information. They didn’t know
that the company was full of hot air, did they?

Mr. JOGGERST. I absolutely understand your point.

Mr. GREENWOOD. The Chair recognizes the gentleman from Ken-
tucky, Mr. Whitfield, for 10 minutes.

Mr. WHITFIELD. Thank you, Mr. Chairman. I'd like to yield 1
minute to the full committee Chair.

Chairman TAUZIN. I thank the gentleman. I'll be brief. Mr.
Joggerst, I have the memo of a meeting detailing the discussions
on the 230 Network financial deal in which the counsel, Mr. Gor-
ton, was basically cautioning against this deal. The memo is dated
4 p.m. Pacific time. This is right at the end of the quarter, get the
deal done tonight or don’t do it. And the pressure is to do it. People
are saying don’t do it on the phone. A bunch of people get kicked
off the phone. What happens here?

Mr. JOGGERST. Let me explain. For a deal of that magnitude it
required approval by the Board of Directors or really I think what’s
called a management committee consisting of many members of the
board. The conference call was held. We very quickly went through
the transaction in terms of what was happening and what the risks
were involved and yes, I believe in the notes it does mention that
Jim Gorton was really taking the lead in terms of explaining what
the risks were.

I can recall on the conversation that the independent board
member, Mr. Conway, expressed some serious concerns.

Chairman TAUZIN. Conway’s concern, Gorton’s concern, then a
bunch of you get kicked off the phone and the deal is done.

Mr. JOGGERST. Yes, we were asked to leave the call, leaving Gary
Winnick and Tom Casey——

Chairman TAUZIN. Now the deal we're talking about was done
right at the end of the quarter, obviously to plug the numbers,
meet the numbers. It amounted to a $50 million cash transfer to
360 Network which goes bankrupt in a couple of months.

Mr. JOGGERST. That’s correct.

Chairman TAUZIN. It’'s a great example of how this deal was
pushed and done to meet those numbers even though everybody
was saying it was a bad deal.

Now there’s a memo, I'll try to be quick, on Tab 13 from Joe
Perrone to Kurt Ross who talks about this. Because there’s another
side to this mess. One side of it is making up income, making up
income to make those numbers. The other side is it takes company
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cash away. Everyone of these deals the company has to put out
some cash to make the buy and second, it also is acquiring long
term debt and the memo talks about that. It says in effect that we
don’t know, we know about our debt issues of third parties, but we
rely upon the accounting regarding capital lease obligations from
Treasury, etcetera. It says “for the time being, we’re using histor-
ical balances. But additional debt from these categories would be
significant and result in covenant violations, consequences of vio-
lating the financial covenant are severe and the time period in
which to fix it is short. And this is called panic.” What a diatribe.
This is panic.

But the reality is that every time the company in a panic made
one of these deals to make these numbers, it also bled the company
of cash and stacked up debt that wasn’t accounted for and put the
company in risk of failing. How could corporate executives do this
to their company except for the greed of personal gain in the stock?

Could you tell me?

Mr. JOGGERST. I'll tell you, seeing this e-mail, it came as a sur-
prise to me. Myself and I can speak for, I believe, the rest of the
sales team. We're not aware that we were anywhere near getting
close to breaching debt covenants, that there were the kind of cap-
ital constraints. It’s normal in any corporation that I've worked for,
operations never has enough capital to do what they want to do.
Sales never likes the revenue numbers. They’re always too high.
But to have this come directly from the financing organization say-
ing that there are some severe capital constraints which would lead
in 20-20 hindsight for me to agree directly with Mr. Greenwood’s
comment that there would be no reason to do a number of these
transactions to buy assets into Scandinavia

Chairman TAUZIN. In fact, there was never a reason not to do it
for the good of the company?

Mr. JOGGERST. There was never any capital or any really really
true strong will to expand the network, to integrate it, integrate
those assets and really make them useful.

Chairman TAUZIN. Thank you, sir. I'm sorry I took so much time.

Mr. WHITFIELD. Mr. Chairman, that actually was some of the
areas I was going to get into, so I'm delighted that you did so.

Just to reinforce what the chairman, the point he was making,
these senior executives had a lot of knowledge about the financial
condition of the company, obviously, including as he said this docu-
ment on Tab 13 in which they talk about—this was from Kurt Ross
to Joseph Perrone. Who is Joseph Perrone again, would you tell us?

Mr. JOGGERST. I'm not sure what his exact title was, but worked
for the CFO.

Mr. WHITFIELD. Okay. And in this memo, of course, it says this
is the definition of panic we’re about to breach our bank covenants
which is a violation and it’s severe and there’s no cure for it and
so forth.

Have you been aware, like they were aware, that the company
was in danger of violating its bank covenants and had severe cap-
ital expenditure constraints on its ability to implement the pack-
ages, the purchases, what would your opinion of them, what would
you have suggest that they do.
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Mr. JOGGERST. If I had known that there was never any inten-
tion to continue to invest in the company, other than just doing
geais to book revenue, then I would have recommended against the

eals.

Mr. WHITFIELD. So you would have recommended against the
deals?

Mr. JOGGERST. I would have had I know that there was really
no wherewithal or ability or really will to actually continue to ex-
p}?nd ghe network and to activate the assets that were being pur-
chased.

Mr. WHITFIELD. But those higher up in the company, they obvi-
ously decided not to do that. Okay.

Mr. Olofson, I want to ask you just a few questions. In your
opening statement, you mentioned that Chief Financial Officer Dan
Cohrs told you that he would like to reduce the guidance to the
street. I guess that’s telling Wall Street what we’re going to earn,
that he would like to reduce that, but he could not because Chair-
man Gary Winnick had just sold nearly $10 million shares of Glob-
al Crossing stock. Now that’s kind of interesting. I'd like to be hon-
est with Wall Street, but I can’t do it, because the chairman had
just sold nearly $10 million shares of Global Crossing stock. Was
this lgle first time that you had learned of Mr. Winnick’s sale of the
stock?

Mr. OLOFSON. Was this the first time I learned about Mr.
Winnick’s sale?

Mr. WHITFIELD. Yes, when Dan Cohrs told you, made that com-
ment to you.

Mr. OLOFSON. My recollection was that that was public knowl-
edge by that time. I think he sold some time in May and I think
it was in the newspapers.

Mr. WHITFIELD. Did you have any concern at all about the sale
of that stock, I mean its impact on the company? Did that concern
you at all?

Mr. OLOFSON. I think most people were a little surprised by the
magnitude of the sale and that the message that it was sending to
the investors that the chairman is selling a large block of stock. It
sends a message that he’s not very optimistic, I guess about the re-
sults of the company.

Mr. WHITFIELD. Now do you remember the approximate date of
that sale?

Mr. OLOFSON. It was some time in mid-May. I don’t remember
the exact day.

Mr. WHITFIELD. Of?

Mr. OLOFSON. 2001.

Mr. WHITFIELD. 2001. About the time when we already know
that everyone’s aware or at least certain people are aware that
bank covenants are about to be violated.

Mr. OLOFSON. Yes sir.

Mr. WHITFIELD. Just what is your sense that, for example, of Mr.
Winnick’s involvement in the company on a daily basis, just what
was your sense of his involvement? Was he a hands on guy or not?

Mr. OLOFSON. My opinion, Mr. Winnick was the Chairman of the
Board, of the company, he’s not in my opinion somebody that’s
going to operate a local telephone company and get into the details
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of operations and that type of thing. I think he’s more of a deal
guy. I mean that’s been his background, so I think that was his in-
volvement with the company at a very high level.

Mr. WHITFIELD. Would you agree with that, Mr. Joggerst?

Mr. JOGGERST. Yes, even again as I mentioned I was an early
employee of Global Crossing and I can recall we had weekly sales
calls and Gary attended every weekly sales call for the first 6
months, as I can recall; that he was hands on when it came to sales
and any large deals that were being done.

Mr. WHITFIELD. Can you list any specific deals that you know he
was involved with?

Mr. JOGGERST. I know, other than we mentioned the 360 Net-
work’s deal. He was clearly involved with that. I recall second
quarter of 2001 there was actually a press release that one of our
competitors had won a deal in Asia. A request came back from the
Office of the Chairman, why is this happening? I need to under-
stand what’s in the sales final and I want to become personally in-
volved, please prepare a summary. That came from Tom Casey and
I know in here there’s an e-mail from Jim Gorton to Mr. Winnick
with my assessment of the second quarter final.

Mr. WHITFIELD. Let me just go on and ask another question to
Mr. Olofson there a minute. You also told us that in your discus-
sion with Mr. Cohrs that he told you that the company had decided
to back stop margin loans to certain officers and that he hoped the
price of Global Crossing stock would increase because this would
have to be disclosed in Global Crossing’s next proxy statement.

Could you explain the significance of the company’s decision to
back stop margin loans to company officers?

Mr. OLOFsSON. Well, I didn’t know the specifics of what arrange-
ments had been made, but my impression was, my understanding
was that there were individuals and I don’t even know who the in-
dividuals were that would have been forced to sell their Global
Crossing stock because of the declining price of the stock and that
rather than making them come up with monies or somehow they
would essentially backstop that loan.

My understanding is—I'm not really clear on the term back stop,
but I think it’s kind of a secondary guarantee or some type of——

Mr. WHITFIELD. Did you know which officers were included in
that?

Mr. OLOFSON. I did not.

Mr. WHITFIELD. Now in your opening statement, you mentioned
that you expressed your concern about what was going on to Mr.
Perrone.

Mr. OLOFSON. Correct.

Mr. WHITFIELD. And I think you indicated that he maybe threat-
ened to terminate you. Is that correct?

Mr. OLOFSON. Correct.

Mr. WHITFIELD. Did he do that—did you—you expressed your
concern in a memo that you wrote to him, right?

Mr. OLoOFsON. Well, I originally expressed my concern to Mr.
Perrone about the first quarter transactions, in particular, the 360
transaction that we talked about quite a bit this morning on June
1 and then eventually I wrote my letter to the Chief Ethics Officer.
During this period of time the company was considering layoffs.
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That had been rumored for some period of time and I think prob-
ably from the beginning of the year. It was, in my opinion, handled
somewhat amateurishly because they set dates to meet with people
and then cancel them and so on and so forth.

But I later found out that my name was included on a list of
management people that were to be laid off and I think it was
dated some time in June. It was going to be part of the layoffs that
took place in August. And I didn’t know that at the time.

Mr. WHITFIELD. So you were surprised at that.

Mr. OLOFSON. Well, I didn’t even know it, but then I wrote my
letter and then I found out that I was on that list and then I got
a call from Jim Gorton, or he had called my attorney at the time,
and said that I'd made the cut, so I hadn’t seen this list. I didn’t
know I was on the layoff list to begin with and he calls him and
tells him I made the cut. And then I received a letter from Mr.
Perrone, dated August 15, saying that he had this position on the
East Coast for me that we had talked about previously and that
I should contact him and come back and we’ll talk about travel al-
lowances and living allowances and what have you. And by that
time it was obvious that I was not going to be laid off. And I was
advised not to go back to the company until this investigation had
been resolved because Mr. Gorton had advised me in his letter to
me that they were investigating the allegations in my letter and
until we heard from that I didn’t want to go back to the company
and be accused of any complicity with what was going on in the
company.

So eventually I got the letter that I was terminated.

Mr. WHITFIELD. Okay, I yield back the balance of my time.

Mr. GREENWOOD. The Chair thanks the gentleman and in fact,
eventually 9,000 or 10,000 people were terminated from that com-
pany. Average American investors lost $54 billion because of this
falsification in large measure and Mr. Winnick walked away with
what a half a billion dollars, $700 million?

The Chair recognizes the gentleman from Michigan, Mr. Stupak
for 10 minutes.

Mr. STuPAK. Thank you, Mr. Chairman. Mr. Olofson, I was look-
ing at your testimony here. I'd like to ask you a question or two
on it if I may. On the bottom of page 2 you said you had substan-
tial assistance from Arthur Andersen and in particular its partner,
Joseph Perrone, with whom you worked closely with on many
issues. Did Arthur Andersen just do auditing or did they do finan-
cial advising? Did they do both of them?

Mr. OLOFSON. Arthur Andersen were the auditors for Global
Crossing.

Mr. STUuPAK. They didn’t do any financial consulting or advising
to Global Crossing?

Mr. OLOFSON. Oh yeah, there was a lot of consulting work done.
I think from a systems perspective on the financial side I don’t re-
call any specific projects, but there was that.

Mr. STUPAK. Did you also mention in your testimony that they
did pre-issue reviews?

Mr. OLOFSON. Pre-issue reviews?

Mr. STUPAK. Yes, Arthur Andersen helped with the pre-issue re-
views?
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Mr. OLOFSON. Yes.

Mr. STUPAK. What are pre-issue reviews?

Mr. OLOFSON. Well, I assume by the definition that it would be
a review that they would make prior to a public offering.

Mr. STuPAK. They would review the financial stability of a com-
pany before an offering? Is that correct?

Mr. OLOFSON. I don’t know if financial stability is the right term,
but I think——

Mr. STUPAK. When they pre-review your financial statements——

Mr. OLOFSON. Yes, I thought they would review the financial
statements, sure.

Mr. STUPAK. So——

Mr. OLOFSON. It could also have occurred, and I don’t know the
context that you're speaking of, but it could also have occurred in
terms of a merger or acquisition.

Mr. STUPAK. Sure. But the pre-issue being stock, a public offer-
ing?

Mr. OLOFSON. I know that they reviewed the documents and
worked long hours for every one of the offerings that we made.

Mr. STUPAK. Did you help with these pre-issue reviews at all?

Mr. OLOFSON. Did I help?

Mr. STUPAK. Yes.

Mr. OLOFSON. Yes.

Mr. STUuPAK. The financial statements, did you help on those fi-
nancial statements?

Mr. OLOFSON. Yes.

Mr. STUPAK. Are you familiar with the 1995 Private Security
Litigation Reform Act?

Mr. OLOFSON. No sir.

Mr. STUPAK. Also, on page 3, and you talked a little bit about the
swaps and you talked about the telephone conferences in which
there were swaps and—or you believe there were swaps and that
Global’s CEO, Tom Casey, unequivocally stated there were no
swaps in the quarter and that earlier you had heard the same
thing on another telephone conference.

Why was that important that the analysts would ask that ques-
tion? Why would that be important to the analysts to know wheth-
er or not there were swaps?

Mr. OLOFSON. I think that these transactions became so material
in the first and second quarter of 2001 that some of the financial
analysts were starting to question what this was all about and I
think, I don’t recall the analysts or the investment banking firms,
but I do recall seeing some of their reports raising this question of
exchanges of capacity and something we’ll have to follow up on
with the company.

Mr. StupAK. Okay. You go on to state on page 5 that you told
Mr. Perrone that, and I'm quoting, “I disagree with his interpreta-
tion”—this is on the swaps—“and I also told him that additional
language was vague and that the analysts and investors would not
understand the ramifications of the brief mention of purchase com-
mitments.”

I've seen throughout some of the documents the word “inventive
wording”. Is this inventive wording? Used terms and descriptions



50

which would confuse analysts and others, financial analysts and
others?

Mr. OLOFSON. Well, I mean it was pretty vague.

Mr. STUPAK. It’s pretty vague and we’re telling analysts that
there are no swaps. Then we have vague language trying to clarify.
What’s the purpose of doing that in your opinion?

Mr. OLOFSON. In my opinion, I mean obviously, I don’t know who
wrote it or why. Perrone indicated to me that he put it in there,
so I assume it’s his words, but I assume it’s to at least—if anybody
challenges these transactions that the company could say that it
was disclosed.

Mr. STUPAK. So we can be vague and we can use creative words
and we can deny swaps and we can always say it was in their
vague language, once again mislead the investor, the public, right?

Mr. OLOFSON. That’s a pretty fine line.

Mr. STUPAK. And mislead the analysts who you rely upon to offer
your stock to the general public, correct? Not your stock, but the
company stock, correct?

Mr. OLOFSON. [No response.].

Mr. StUuPAK. I know you’re shaking your head a little bit, but I
need to get an answer on the record.

Mr. OLOFSON. Would you repeat the question?

Mr. STUPAK. Sure. The vagueness that you give to the analysts
in denying the swaps, that’s to keep the analysts, financial ana-
lysts to continue to offer the stock for public consumption, to keep
the stock prices up and the company going.

Mr. OLOFSON. The vagueness wasn’t necessarily given just to the
analysts. It was included in the press release and I think probably
in the 10Q. The analysts can pick it up from there, certainly.

Mr. STUPAK. Sure. And whether it’s truthful or accurate, that
was neither here nor there, as long as the company stock was still
being sold to the public and keep the price up?

Mr. OLOFSON. I think that was probably a very strong motiva-
tion.

Mr. STUPAK. Sure. And under the Private Securities Litigation
Reform Act of 1995, as long as we put a disclaimer on the front,
we're no longer legally actionable by the shareholders. They can’t
do anything. I need an answer. I know you’re shaking your head,
agreeing with me.

Mr. OLOFSON. I didn’t realize it was a question. I thought you
were making a statement.

Mr. STUPAK. Do you feel qualified to answer?

Mr. OLOFSON. I'm not familiar with that legislation you’re talk-
ing about, but——

Mr. WHITFIELD [presiding].

Mr. StupAK. Okay, all right. Ms. Szeliga, I'm sorry, I murdered
your last name. Would you say it for me?

Ms. SZELIGA. Szeliga.

Mr. STUPAK. In your testimony, in review of your testimony, it
indicates that on the swaps, Global Crossing reported the amount
of the revenue received as GAAP revenue, gradually over the life
of the contract, a distinctly more conservative approach than one
taken by Qwest. Why would Qwest take a different approach than
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(irlloba})l Crossing on how they did these swaps, how they reported
them?

Ms. SZELIGA. I don’t know why there was a difference. I believed
when we were booking those and I believe now, that we were doing
our best to follow the technical literature that was out there and
booking them through our books and records to reflect the trans-
action that we were doing. So I can’t really speak to why there was
a difference of interpretation or how it was different.

Mr. STUPAK. Well, your auditor was Arthur Andersen, right?

Ms. SZELIGA. That is correct.

Mr. StupPAK. That’s the same for Global Crossing, correct?

Ms. SZELIGA. That is correct, I believe they stated their auditors
were Arthur Andersen, today yes.

Mr. STUPAK. So this technical advice you got, you're saying Ar-
thur Andersen gave you two different interpretations for the same
transactions between these companies?

Ms. SZELIGA. I can’t speak to how they accounted for their trans-
actions that they did with us. I can speak to how we accounted for
it and how we attempted to follow Arthur Andersen’s guidance and
interpret the technical guidance that was available to us.

. MI{‘) STUPAK. The technical guidance, where was that received
rom?

Ms. SzELIGA. Well, our technical accounting team, under the con-
trollership would use the FASBs, APBs and other pronouncements
that were issued from the FASBs as well as staff accounting bul-
letins and such, including EITFs which are merging issues, task
force types of guidance. They would come to the auditors and seek
guidance and advice as to how to be sure they were applying them
appropriately. In a particular situation of the IRUs, we used the
Arthur Andersen white paper fairly extensively to guide us in how
to book those.

Mr. StuPAK. All right, yet we have two companies, same trans-
action, covering it differently.

Let me go to Tab 83, the one that Ms. DeGette was asking you
about, the memo there to the Audit Committee of the Board of Di-
rectors.

It says in this that you are going to—“Mr. Iwan stated that An-
dersen agreed with Ms. Szeliga’s view of the same” and you in-
formed the committee that you had discussed the matter with the
chairman and CEO and your assessment of the matters and the
reasons were the same and therefore they were comfortable with
your assessment and nothing had to be done. Is that basically a
good summary?

Ms. SZELIGA. It’s a fair summary.

Mr. STUPAK. What was the value of this issue here, this swap
here that you’re concerned about?

Ms. SZELIGA. I don’t recall the dollar amount. It was low single
digits as a percentage of our revenue.

Mr. STUPAK. Right, it’s about $109 million?

Ms. SZELIGA. I'm not sure, I'd have to look to be sure.

Mr. STUPAK. Do you have something there you could look to see
what the value of that is? Anything that you have in front of you
that could help refresh your memory?

Ms. SzZELIGA. I don’t know, let me take a
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N Mr. STUPAK. Sure, take a look at your notes or whatever you
ave.

Ms. SZELIGA. I believe that the detail that I have here shows the
fourth quarter transaction as 109.

Mr. STUuPAK. Okay, 109. And you didn’t need to take any action
with respect to accounting or financial reporting of those trans-
actions, that was your conclusion?

Ms. SzZELIGA. The conclusion was based on materiality analysis
that I did with my controller and talked to Arthur Andersen about
and talked to the Audit Committee about.

Mr. STUPAK. Sure, but wouldn’t you at least have to restate your
eﬁrniglgs for that quarter or something with $109 million that’s not
there?

Ms. SZELIGA. It was my belief and understanding with the sup-
port of our auditors that because it was immaterial that we did not
need to book an adjusting journal entry to restate our financial
statements.

Mr. STUPAK. And that’s within the accepted general principles of
accounting?

Ms. SZELIGA. Yes sir, I believe it is.

Mr. StupAK. All right, and you’re not required to report that to
the SEC or anyone like that?

Ms. SZELIGA. To the extent that something is deemed immaterial
to the reader of the financial statement, I don’t know of any spe-
cific reporting requirements that I had overlooked.

Mr. STUPAK. You've since restated that $109 million, correct? The
company has?

Ms. SZELIGA. I can’t speak to the restatement. I’ve not been in-
volved in the calculation of the numbers that were reported in the
press release.

Mr. StupAK. Okay. All right. Mr. Joggerst?

Mr. JOGGERST. Yes.

Mr. StuPAK. The chairman asked you a question about and he
asked you a little bit about these transactions and you felt that
they would all

Mr. WHITFIELD. Excuse me, you're about almost 2 minutes over
and if you could finish up here and let us give Mr. Stearns of Flor-
ida an opportunity and then we’ll talk about a second round. Is
that okay with you?

Mr. STUPAK. Sure. Let me just ask this one question.

Mr. WHITFIELD. All right, go ahead.

Mr. STuPAK. The chairman had asked you about the—some of
the transactions, and you said all the transactions you were in-
volved in you felt that they would have been a benefit for Global
Crossing. And then you were asked a little bit about the 360 trans-
action there. And then a few months later they went bankrupt. I
think that was like the 360, you objected to it. So you were really
familiar with that one, right?

Mr. JOGGERST. I'm familiar with the 360 deal, correct.

Mr. STUPAK. And how was that going to benefit the company
when you had just recommended it not be approved?

Mr. JOGGERST. What my comment was was their business pur-
pose, did Global Crossing at that time have a forecaster require-
ment for transatlantic capacity——
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Mr. StupAK. Right, and you told Global Crossing it should not
enter into this one. They’re on shaky, financial grounds and it was
not a good deal.

Mr. JOGGERST. However, yes, there were some strong concerns
from myself and the entire team whether we should do this trans-
action at that time.

Mr. STUuPAK. Did you have any strong concerns then?

Mr. WHITFIELD. Mr. Stupak, if you could bring this to conclusion.

Mr. StupPAK. This is the last question. Did you have any strong
concerns then after you were told to get off the phone and then
they went ahead and made the transaction, $150 million cash was
received and then about 60 to 90 days later, Mr. Winnick cashes
in $124 million worth of stock. Did you have any concerns or strong
reactions then?

Mr. JOGGERST. I can’t honestly say that I recall when he made
his stock transaction.

Mr. WHITFIELD. Okay, I recognize the gentleman from Florid for
10 minutes.

Mr. STEARNS. Thank you, Mr. Chairman, and Ms. Szeliga, let me
just ask you some easy questions. What is your educational back-
ground? It’s easy to talk about yourself, I'll give you a breather
here. I mean you were the CFO, correct, at one time?

Ms. SzELIGA. I was the CFO of Qwest from April 2001 until the
very beginning of July 2002.

Mr. STEARNS. Can you just tell me your educational background?
I'm sure the résumé is in here, if you just bear with me, just tell
me you have a bachelor’s?

Ms. SZELIGA. I do.

Mr. STEARNS. And what is that in?

Ms. SZELIGA. Accounting.

Mr. STEARNS. And do you have any advance degrees?

Ms. SzELIGA. I do not.

Mr. STEARNS. Okay. So you’re not a lawyer.

Ms. SZELIGA. No sir, I am not.

Mr. STEARNS. You probably wish you were now. Having been
through these hearings and also chairing what’s called Commerce
Consumer Protection and Trade, I have oversight over FASB which
is the Financial Accounting Standards Board. And we’ve had hear-
ings and some of the things have come up in addition to the special
purpose entities which Enron used to hide debt.

Revenue recognition. And the areas I'm going to talk to you
about is dealing with Qwest’s revenue recognition and see if I can
understand what your policy was and particularly dealing with
Cable and Wireless which is, as I understand, is a company in Eng-
land that you dealt with.

If you can just briefly tell me how Cable and Wireless of England
and Qwest interfaced, because I have here some of the agreements
that you had where you recognize, for example, on December 28,
2000, $109 million of revenue with Cable and Wireless.

Is it possible to tell me in just broad terms how you recognize
revenue with Cable and Wireless? Would you have a written agree-
ment with them and would you buy their ports? Can you just take
me through that a little bit? Do you understand my question?

Ms. SZELIGA. I do understand your question.
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Mr. STEARNS. Let me just, Qwest has the fiber optics is coming
to England and you've got to get to the consumers, so you call
Cable and Wireless and you say look, can we use your services and
your ports to get to the customers. Is that true?

Ms. SZELIGA. I'm not a sales person, nor an engineer, but we
were buying capacity from Cable and Wireless as well as selling ca-
pacity to Cable and Wireless to transport voice and data services.
That’s my understanding of it, generally.

Mr. STEARNS. So you would sit down with the CEO which I guess
was Nicholas Jeffries and did you ever deal with Nicholas Jeffries
yourself as CFO?

Ms. SZELIGA. No, did not.

Mr. STEARNS. Did you deal with anybody in Cable and Wireless?

Ms. SZELIGA. Not to my recollection.

Mr. STEARNS. I have a memo here dated August 2, 2001 from you
to a group of individuals including Grant Graham, Mark
Shumacher, Bill Evliss and Afshin Mohebbi. Do you know those
people?

Ms. SzZELIGA. Yes, I do.

Mr. STEARNS. And I have this memo here, August 2, 2001, deal-
ing with IRU accounting, some rules of engagement. Do you want
to see a copy of this memo?

Ms. SZELIGA. I believe I have one here if you’ll give me a moment
to find it.

Mr. STEARNS. Sure. It’'s number 39 in our notebook.

Ms. SZELIGA. I've located it.

Mr. STEARNS. And IRU is indefeasible rights of use, so you're
talking in this memo, as you say, the rules of engagement, when
we sit down with companies, Cable and Wireless, these are the
things we should do. Is that correct in this memo?

Ms. SzZELIGA. It was not an attempt to outline everything, but to
deal with some specific issues. I believe we were trying to docu-
ment in writing some of our procedures.

Mr. STEARNS. Okay, you had indicated just moments earlier that
you did not ever deal with Nicholas Jeffries yourself?

Ms. SZELIGA. I don’t ever recall ever dealing with him.

Mr. STEARNS. Now Nicholas Jefferies when he sat down to work
out these IRUs, agreements, for buying the ports and everything,
who would he deal with if he wouldn’t deal with the CFO which
is the Chief Financial Accounting Officer. Who would he deal with?

Ms. SZELIGA. I believe that the representatives from Cable and
Wireless who were purchasing service with us dealt primarily with
our sales organization.

Mr. STEARNS. So you had no interface with Cable and Wireless
yourself?

Ms. SZELIGA. I have no recollection of ever having a direct inter-
face with Cable and Wireless personnel.

Mr. STEARNS. When the sales people signed an agreement with
Cable and Wireless would you review that?

Ms. SZELIGA. I would not review it directly, but there was a pro-
cedure in place wherein people within my organization were to be
given time to look at the contracts that were being signed with any
customer, given it was a large contract of this nature.
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Mr. STEARNS. In this memo that you wrote, you said on page 2,
“in addition to the foregoing, there will be no side letters or verbal
commitments outside of the IRU, agreement that conflicts with the
contractual upgrade language or specifically indicate that an up-
grade will be agreed to.” Right, that’s what you said. So let’s say
that your sales people sat down with Cable and Wireless and we
said okay, we have this agreement. We want to use your ports, but
we also want to change this port. We can’t have a fixed agreement
for one port because we might have to change it. From your stand-
point if you have a very flexible contract that allows them to
change ports, that is Cable and Wireless, could you book that easily
as revenue or not?

Ms. SZELIGA. It was our policy that we had——

Mr. STEARNS. Could you pull the mike us just a little bit closer
to you?

Ms. SZELIGA. Is that better? It was our policy that we were—had
to be able to clearly indicate that we had transferred the title to
an asset before we recognized the revenue up front.

Mr. STEARNS. Right.

Ms. SZELIGA. To the extent that we didn’t identify routes, I don’t
know how we could have recognized the assets.

Mr. STEARNS. I think you just made an absolutely accurate state-
ment. And I wish I could have said it as well, but you cannot accu-
rately book revenue if you don’t have a contract that identifies the
ports that you’re using.

Ms. SzeLIGA. That was our policy.

Mr. STEARNS. Do you recollect ever having verbal agreements
with Cable and Wireless?

Ms. SzELIGA. I do not recollect ever having spoken with Cable
and Wireless myself, as I referred to earlier. I saw a letter and an
e-mail that were outside of the contract we had reviewed when we,
Finance, reviewed the contract with Cable and Wireless.

Mr. STEARNS. So you're saying today that if there was an agree-
ment that did not identify the ports, you would not, your company
would not book the revenue?

Ms. SZELIGA. Our policy was that we needed to identify an asset
and transfer title to the asset, as one of many different elements
to be able to recognize the revenue.

Mr. STEARNS. Okay, so you know, I've got here Cable and Wire-
less contract amendment 3, December 28, 2000; the contract
amount was $109 million and you recognize it as roughly
$108,739,000 million, roughly the same amount.

So that contract was a contract that you could identify all the
ports and everybody had a full understanding of what they were
doing and there were no verbal agreements?

Ms. SZELIGA. I can’t speak to that——

Mr. STEARNS. But philosophically that’s what you're saying?

Ms. SZELIGA. Philosophically, the contract should have identified
the assets that we were selling specifically.

Mr. STEARNS. Would you be surprised if Nicholas Jefferies, we
asked him to be a witness and he didn’t want to be a witness, so
he made out an affidavit. And he made it out September 24, today.

Would you be surprised that he can actually identify documents
where you made verbal agreements? In fact, he can give you an e-
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mail from the person you wrote this memo to. This memo you
wrote saying no, IRU accounting, please. And you wrote it to
Afshin Mohebbi and he’s got an e-mail from him that would indi-
cate that he had verbal agreement. He’s got another second docu-
ment, this is now Nicholas Jefferies saying in an affidavit, swear
under oath, that Qwest did not follow your memo and in fact, the
people you addressed it to were taking oral agreements and the
second document is a letter from Gregory M. Casey of Qwest to Mr.
Coe and so he’s saying that you went ahead and used oral agree-
ments, contrary to what your memo said and he’s implying in this
that you booked the revenue on something which you did not have
an accurate understanding of the ports and that goes to what I
started—my time is coming out here, is that a lot of corporations,
not just Qwest went ahead and booked a lot of stuff that they
shouldn’t have.

So I'll be glad to let you look at this affidavit, but this is basically
the CEO, Nicholas Jefferies saying that Qwest took oral agree-
ments and appears they booked these as revenue which, in your
own words now, you just said, is not correct.

Ms. SzZELIGA. 1 believe that I said that our policy was we needed
to identify the assets we were selling.

Mr. STEARNS. Say that again, I'm sorry, I was just distracted. Go
ahead, I'm sorry.

Ms. SZELIGA. I believe that I said it was our policy that we need-
ed to specifically identify the assets we were selling in order——

Mr. STEARNS. Oh no, I agree with you. I think you did right. I'm
just telling you some of your people didn’t do that and somehow,
and I'm not making any statement here other than it appears the
evidence would appear that your company is booking revenue it
should not have been booking, based upon oral agreements in dis-
pute of your own memo of August 2, 2001. I think we can give you
this affidavit, if someone on the staff has it.

Ms. SZELIGA. If I may make a couple of points of clarification?

Mr. STEARNS. Sure.

Ms. SZELIGA. The August memo was intended to put in writing
some of the—what I thought were very important elements of our
policies and procedures and that was in August 2001 after speak-
ing with my controller.

Mr. STEARNS. That’s a good point.

Ms. SzELIGA. Yes, and the deal had been done that we’re refer-
ring to, I believe, in the fourth quarter of 2000. However, that was
not a new policy. It was just a reiteration of——

Mr. STEARNS. Ah, it’s an accounting policy that has history and
it’s not something new and you’re just trying to say to these fel-
lows, look, this is the law, this is the way it should be done and
obviously Qwest was not—your memo is really, because Qwest
wasn’t following what they should be doing in your mind?

Ms. SZELIGA. In mind the memo was to make sure I continue to
communicate in responsible fashion and remind people what we
were supposed to be doing and how we were supposed to be fol-
lowing our processes and our procedures because that’s what they
were set up to do.

Mr. STEARNS. This is a tough question for you. You might now
want to answer it.
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But in your heart of hearts, didn’t you know that there were oral
agreements being made before and you wrote this memo, but before
this memo was written, didn’t you know in your heart of hearts
that oral agreements were being made and that you were booking
revenue based upon oral agreements where you didn’t identify the
ports? Didn’t you know that in your heart of hearts?

Ms. SZELIGA. I don’t recall knowing that, no.

Mr. STEARNS. You didn’t have any suspect that this was occur-
ring?

Ms. SZELIGA. I believe that my controller, after talking with me,
was concerned that people thought they might be able to get
around the rules by doing it, so we ought to recommunicate to peo-
ple and let them know that that was not going to be acceptable to
us.

Mr. STEARNS. The CEO of Cable and Wireless knew, Nicholas
Jefferies, he knew. That’s in his affidavit that he swore today. So
it seems like if he knew, somebody in the organization should have
known, including the CFO. And the way he indicates, this is not
something isolated.

Ms. SZELIGA. May I take a moment to read this?

Mg STEARNS. I'm sorry, you should take time. So my time is ex-
pired.

Mr. GREENWOOD [presiding].

Mr. STEARNS. Can I ask you one last question? Why were you re-
moved as CFO?

Ms. SzELIGA. Joseph Nacchio who was the CEO of our company,
exited the business and Dick Notebaert was hired as CEO. Mr.
Notebaert determined that he wanted his prior CFO from another
company that he worked at and whom he was very comfortable
working with, to work alongside him as his CFO. And at that
point, he communicated that to me.

Mr. STEARNS. So it was an amiable separation in your mind?

Ms. SzZELIGA. I did not exit the business. I am still at Qwest.

Mr. STEARNS. You did what?

Ms. SZELIGA. I did not exit the business. I'm still at Qwest.

Mr. STEARNS. I understand, but generally when you move from
3 Star or 3 Star General down to Full Colonel, there is a reaction.

Ms. SzELIGA. There was a reaction of disappointment.

Mr. STEARNS. Disappointment, obviously.

Ms. SZELIGA. Yes.

Mr. STEARNS. Do you think it was fair for them to move you from
CFO down to Executive Vice President? I mean a lot of people
fr‘lrlig‘?t not know the difference, but at least I do. Do you feel it was
air?

Ms. SZELIGA. I don’t know that I thought of it as fair, but I didn’t
think of it as surprising because I think lots of times when CEOs
come in to companies, they want to bring their right and left hand
with them in order to feel comfortable in doing the tasks theyre
about to do.

Mr. STEARNS. That makes sense.

Ms. SzELIGA. So I explained to Mr. Notebaert that I understood
it as a common business practice to do that. And we understood
each other.

Mr. STEARNS. The old President is still there, though, isn’t he?
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Ms. SZELIGA. Afshin Mohebbi is still President and COO of our
company.

Mr. STEARNS. It would seem like he would want to keep you.

Ms. SZELIGA. Who would want to keep me, sir?

Mr. STEARNS. Mr. Notebaert.

Ms. SzELIGA. Mr. Notebaert asked me to stay at the company
and I agreed to take over——

Mr. STEARNS. Wouldn’t he want to keep you still as the CFO be-
cause he’s the top guy?

Ms. SzELIGA. Well, it seems reasonable to me that he would want
somebody he knows.

Mr. STEARNS. Who knows the history and knows where every-
thing is in the closets and everything in terms of how do we find
something?

Ms. SZELIGA. That’s not what I've been asked to stay and do and
I've agreed to stay and do. I have not been involved in accounting
or that element of finance since I was removed as CFO. I'm cur-
rently in charge of real estate and procurement for the company.

Mr. STEARNS. Mr. Chairman, thank you.

Mr. GREENWOOD. The Chair thanks the gentleman. The Chair
would announce that we’re going to do a second round of questions.
It may not take, every member may or may not want to take the
full 10 minutes, but if they do, it could be another hour. So first
off, I want to ask the witnesses on our first panel, would any of
you like a couple minute break?

Okay, we will take a 5-minute break and then I would also notify
the second panel that if you haven’t had lunch yet, and you'd like
to have lunch before your ordeal begins, you may want to take that
opportunity because you will have time to do it. There are res-
taurants or snack bars in this building.

So we will reconvene in approximately 5 minutes.

[Brief recess.]

Mr. GREENWOOD. The meeting will come to order. Can someone
pull that door closed in the back, please?

The Chair recognizes himself for 5 minutes and we’ll confine this
panel to 5-minute periods of questioning.

Let me return to you, Mr. Joggerst, and I don’t mean to have
been too harsh on you earlier in my questions, but it is important
for us to understand who knew about what and when. You’ve made
it clear in your testimony that you felt that the transactions in
which you were involved were transactions that was acquiring ca-
pacity that while not necessarily justified at the time, would be jus-
tified in the future.

You also made it clear that you knew at the time that Mr.
Fitzpatrick was of the view, at least Mr. Fitzpatrick was of the
view that the company was acquiring capacity for which there was
no ostensible need, except for the matter in which it enabled the
company to book revenues, correct?

Mr. JOGGERST. That’s correct.

Mr. GREENWOOD. Now I would like for you to share with us your
knowledge about who else in the company, going vertically up-
wards, do you believe was aware of these transactions were occur-
ring not for purposes of needed capacity, but just to book the reve-
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nues to make the world believe the company was doing better than
it was. Was Mr. Winnick aware about this?

Mr. JOGGERST. Mr. Winnick was definitely aware of reciprocal
transactions and for example, he had to approve our sending
money to 360 Network. That’s one example.

Mr. GREENWOOD. Let’s be clear about my question. Of course, he
was aware of reciprocal transactions.

The question that I'm asking you was do you have knowledge
that Mr. Winnick was aware that certain of these swaps were
being conducted, as we’ve illustrated in so many of these docu-
ments today, strictly for the purpose of enabling the company to
book revenues when, in fact, the capacity wasn’t needed and when,
in fact, it was a bad business decision to go ahead and acquire that
capacity.

Did Mr. Winnick know that?

Mr. JOGGERST. It’s my belief that both Tom Casey and Gary
Winnick both were aware that there was a significant amount of
consternation in the company where people were questioning
whether we would ultimately need the capacity. I do believe they
would know that.

Mr. GREENWOOD. So is this a fair statement, is it a fair state-
ment to say that Mr. Casey and Mr. Winnick were fully aware of
the fact that Global Crossing was engaging in a series of trans-
actions that involved acquisitions of capacity for which there was
no business purpose and strictly done for the purpose of achieving
revenues to meet their quarterly numbers. Is that a fair statement?

Mr. JOGGERST. I would—I think it’s a fair statement with the ex-
ception of just weighing with absolutely no business purpose.

I can tell you that on the conference call that we had with the
Executive Committee that included Mr. Winnick and Mr. Casey,
that one of them and I can’t recall who specifically, but one of them
did say that if we don’t do this deal, we won’t make our quarterly
numbers. So again, i mentioned there was a need, there was an un-
derstanding, a thought that we needed a trans-Atlantic

Mr. GREENWOOD. For instance, you said you agreed with my
statement except for the portion where there was no—I'd be happy
to go through a whole bunch of more e-mails with you where Mr.
Fitzpatrick was screaming bloody murder that these deals were not
only not important in terms of acquisition of capacity, were being
done just to meet the numbers and in fact were bad business, bad
business. Right?

You don’t believe that Mr. Casey and Mr. Winnick understood
that to be the reality? Was Mr. Fitzpatrick not communicating that
information up the chain?

Mr. JOGGERST. It’s my belief that Brian would have fed that up
the chain of command, that’s correct.

Mr. GREENWOOD. So let’s get it straight here, Mr. Winnick, the
CEO of the company walked away with $700 million while Amer-
ican investors lost $54 billion. Mr. Winnick knew what the game
was and the game was we've got to meet these quarterly numbers.
We don’t need this capacity in Helsinki or anywhere else, these
specific cases that I've talked about, but we’re going to do this even
though it’s in the long range bad business for the company, we're
going to do this so we can have revenues generated and booked to
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make the investors believe that the company is doing better than
it really is.

Is that a fair statement or not?

Mr. JOGGERST. It’'s my belief that Mr. Casey and Mr. Winnick
were definitely aware of those deals, yes.

Mr. GREENWOOD. That’s not what I asked you. They’re aware of
the deals. Were they aware of the fact—were they aware of the na-
ture of the deals? Not just that we bought some capacity here and
we sold some capacity here. Were they aware of the fact that these
deals—how could they not be aware that the fact that these deals
were being done strictly to meet the numbers and in complete dis-
regard to the need to actually get the capacity? How could they not
ge elwy?are of that? Weren’t they aware in negotiating some of these

eals?

Mr. JOGGERST. Mr. Casey was involved in discussing the deal for
360 Network’s deal directly with Greg McFaye, so there was a level
of personal involvement.

In terms of Mr. Winnick getting personally involved in negoti-
ating deals with customers, I can’t recall.

Mr. GREENWOOD. Were there conference calls in which this infor-
mation was made clear and Mr. Winnick was participating in those
conference calls and Mr. Casey?

Mr. JOGGERST. Absolutely.

Mr. GREENWOOD. So they knew.

Mr. JOGGERST. Absolutely.

Mr. GREENWOOD. Okay, thank you. Ms. Szeliga, earlier Ms.
DeGette asked you about the C&W cite e-mail sent by Afshin
Mohebbi. She asked you what Mohebbi told you about who sent the
e-mail and you said you could not recall. Is that correct?

Ms. SzeLIGA. That’s correct.

Mr. GREENWOOD. But isn’t it the case that during your interview
with the committee staff, you said that Mohebbi told you that he
had Ken Smiley send it out?

Ms. SZELIGA. I said I believe that it could have been Ken Smiley.
I don’t recall specifically, but I think I told the staff that it could
have been. I don’t recall specifically, but I did bring up Ken
Smiley’s name because I generally recall that he may have men-
tioned it or mentioned her or a number of other people who were
involved in conversations with him around that.

Mr. GREENWOOD. Okay, so your testimony today is that you’re
not really certain he said that?

Ms. SZELIGA. I'm not certain.

Mr. GREENWOOD. Mr. Anschutz, what is your understanding—I
want to ask you the same kind of question I asked Mr. Joggerst
about Mr. Anschutz. Did he know that, in fact, the company was
entering into these transactions simply to meet the numbers when,
in fact, it was not a valid business basis for the capacity?

Ms. SZELIGA. I believe that Mr. Anshutz believed, based on dis-
cussions he had with the senior management of the company that
there was a valid business purpose for the transactions. I heard in
board meetings that comment being made. And therefore, I don’t
have any reason to believe that he doubted the comment or other-
wise.

Mr. GREENWOOD. Mr. Deutsch is recognized for 5 minutes.
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Mr. DEUTSCH. We could probably go for 14 rounds. We have an
excellent staff who really spent more time than any of us individ-
ually, I think, on this.

But I want to ask a general question and have each of you re-
spond because I think this is more of a global concern. We could
debate back and forth these transactions. But I think we know the
result of them in terms of their revenue stream in the company
and how the market looked at them. I guess a concern I have is
which other companies are doing this? Obviously, in the telecom
area, no other companies are doing it right now, but it would seem
as if you could do swaps in almost any business, if you wanted to.
And I guess a concern from the, I think from the committee per-
spective is really the devastation from not just on a personal basis
which we can elaborate and talk about millions of individuals in
America today, I mean literal devastation in terms of their per-
sonal lives, untold stories and the size. That really from a macro
basis, in terms of our economy structurally, I mean in a sense
what’s happened through the companies that you either work for
or worked for, the transparency in the markets have really been
destroyed. And what else is out there? It’s not just these compa-
nies, but it’s a series of companies over the last 12 months that
really, you know, the devastation to our economy is on par, not
quite, but getting there of the Great Depression, and I think that
if you can respond, if you were not with this company, would you
look at those transactions the same way, that this is just a—if it
wasn’t illegal or improper and I think what each of you have said,
I think this is different than our committee hearing with Enron
where I think the Enron activity under the microscope to me is
clearly illegal. I would not quite say that about this because I think
there’s a real question. I think it should not be allowed, but wheth-
er it was a gray area where you were able to get inside that gray
area which, in a sense, I mean pushing the envelope consistently
and I guess my concern is not just what’s happened, but what
might be out there.

Ms. Szeliga, if you were a CFO of another company and that type
of transaction, a similar—it wouldn’t obviously be with fiber optics,
but a swap situation, how would you respond today if you were a
CFO at a different company today, a widget company for that mat-
telri) doing swaps of factories or doing swaps of trucks as an exam-
ple?

Ms. SZELIGA. I would generally say I think the exchange of goods
and services ought to be examined to determine if it’s providing
economic benefit and if it, to the companies engaged and the eco-
nomic benefit ought to be reflected appropriately in the financial
records because that’s how we attempt to communicate. So for my
way of thinking it’s not the swap of goods and services that’s prob-
lematic. It is really the understanding that it is economically bene-
ficial to the company and have you reflected it appropriately in
youli financial records or otherwise in order for it to be done cor-
rectly.

Mr. DEUTSCH. And who is the ultimate determiner of that? I
think that seems to be the area because I think Mr. Joggerst’s posi-
tion still is that these were economically viable. I mean I think
we’ve gotten some of these statements, the Scandinavia issue, with
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all due respect, I understand your position. It’s not a very strong
position. You can keep arguing it from today until tomorrow, but
at some point you might be the only one who believes it and you've
done as good a job as you can articulating it here today, but it’s
hard to see it pass the straight face test even.

Mr. JOGGERST. I think what makes it difficult is your 20-20 hind-
sight is perfect and when we were caught up in the incredible
growth and success of the company, where we were expanding, we
were announcing new systems on a record level. I had been in-
volved in under-sea fiber optics and cable since 1992, selling them
to phone companies around the world and never did I ever think
that private equity and private capital would be as attracted to
that industry as it was. So yeah, I was caught up in what was real-
ly this incredible growth swing that really, I believed the articles
that talked about the insatiable demand for internet, that yes, the
truly global village was here and was here to stay and would re-
quire an increased amount of bandwidth over and over and over
again beyond what all of the industry had invested so far.

Mr. DEuTsCcH. What about the specific question that I'm asking.
I'm running out of time, but I'll take a little bit extra since every-
one else has at this point. If you were CEO, CFO of a new company
that’s doing this, have you learned any lessons in terms of really
this whole concept of swaps and really getting a true value in
transparency? Because that’s the concern today.

I don’t want to give a running account of the market, but the
Dow is down 130 right now. We, in terms of loss of capital, I mean
it really pales in comparison to the Great Depression, in terms of
absolute dollars that have occurred and I think each of us really
have a sense that people’s lives, I'm not talking about thousands
of people who lost their jobs and their life savings, but really tens
of millions of Americans whose lives are fundamentally different
today than they were 12 years ago about college education, about
retirement, about real things. America has changed. I mean for
real. And a lot of it, unfortunately, has to do with companies like
yours and other companies and hopefully, they’ll come back, hope-
fully, there’s not—I don’t believe there’s a structural problem in our
economy. I think America is strong economically with the strongest
economy in the history of the world, but what has happened,
what’s real today is this transparency which is really the strength
of our economy.

I hate using anecdotal stories, but I had friends over for lunch
over the weekend and a teenage girl, she was yelling at her father
for putting some money from her bat mitzvah into stocks. I mean
if we’re at the point where we’re ready to call HHS and report her
father for putting her bat mitza money in stocks, I mean that’s the
transparency issue and what other companies are out there? That’s
the point where we are today, that we’ve got some very bright, very
creative people who are looking for the edge, but the edge not in
terms of creating more value in terms of business, but more value
in terms of how to get an edge in this.

I keep thinking to myself, did Warren Buffet invest in any of
these companies? Probably not.

Thank you, Mr. Chairman.
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Mr. GREENWOOD. The Chair recognizes the gentlelady from Colo-
rado for 5 minutes.

Ms. DEGETTE. Thank you, Mr. Chairman. To finish my line of
questioning before, Ms. Szeliga, you had said that after you found
the transactions that you took to the Audit Committee in October,
ymi1 y)vent back to see if there were any other side agreements,
right?

Ms. SZELIGA. Yes, I did.

Ms. DEGETTE. In fact, you found about 15 of them as I recall
from what I've read, is that right?

Ms. SZELIGA. I don’t know where that number comes from, but
we put together a binder, fairly thick binder of amendments to con-
tracts, exhibit to contracts and if you might want to call them side
agreements and went through them with a great deal of diligence
and showed them to our auditors to determine if any of them were
inappropriate. By that, I mean unknown to the——

Ms. DEGETTE. How many were there?

Ms. SZELIGA. A binder.

Ms. DEGETTE. Ten, fifteen?

Ms. SZELIGA. I don’t know. It was thick. They weren’t bad side
agreements. They were actually amendments or addendums to the
contract that were reflected in the original contract.

Ms. DEGETTE. Did you ever find any other side agreements that
you thought were of concern? Yes or no.

Ms. SZELIGA. Yes.

Ms. DEGETTE. How many?

Ms. SZELIGA. I recall three specifically that come to mind when
we're talking about——

Ms. DEGETTE. When did you find those?

Ms. SZELIGA. In the fall of 2001.

Ms. DEGETTE. In the fall of 2001, so right around this same time
as all the meeting of the Audit Committee and all was happening,
right?

Ms. SZELIGA. Yes.

Ms. DEGETTE. Now what was the monetary total of those three
additional agreements?

Ms. SZELIGA. I don’t know.

Ms. DEGETTE. Was it in the millions of dollars?

Ms. SZELIGA. It was.

Ms. DEGETTE. Was it in the hundreds of millions of dollars?

Ms. SZELIGA. If you add the C&W transaction, I think we were
talking to, which was already over $100 million with that indi-
vidual transaction.

Ms. DEGETTE. Okay, but yet it was your business judgment that
that would not affect the bottom line either, those other three
agreements?

Ms. SZELIGA. Actually, when we found them all, we had legal
look into them to determine if there was either an inappropriate-
ness in the way we booked them or something that would cause us
to go back and need to do that. And on the C&W one, in particular,
we determined that it was not binding to the contract and therefore
in the fourth quarter I didn’t make a journal entry to correct that.

Ms. DEGETTE. Okay, did you make journal entries to correct any
of them?
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Ms. SZELIGA. We did not restate under my tenure.

Ms. DEGETTE. And in fact, I think as you testified before, that
under generally accepted accounting principles, you can only book
the up front revenue if it’s a legitimate business transaction, right?
That was the accounting rule before all this happened. That’s the
accounting rule now, right?

Ms. SZELIGA. The intention is to reflect legitimate business trans-
actions in the books and records of the company.

Ms. DEGETTE. And the way you found about all of these other
side agreements and oral agreements, you went down to your divi-
sion CFOs and found out about it, right?

Ms. SzeELIGA. We went through the contract records of the com-
pany using internal legal assistants to go through those and put
those in a binder for review.

Ms. DEGETTE. Did the CFOs give you that information?

Ms. SZELIGA. I'm not sure where they got the information.

Ms. DEGETTE. Let me ask you this, before the summer of 2001,
the CFOs, divisional CFOs did not report directly to you and you
changed that so that they did report to you, right?

Ms. SZELIGA. That’s not quite correct.

Ms. DEGETTE. Okay, who did they report to before the summer
of 20017

Ms. SZELIGA. Different people at different times. We were reorga-
nizing.

Ms. DEGETTE. But they didn’t report to you, did they?

Ms. SzZELIGA. Before I became CFO, some of them did.

Ms. DEGETTE. To that position?

Ms. SzELIGA. They reported into my prior position, some of them,
not all of them.

Ms. DEGETTE. And these were the same—these were the ones
that had been alleged to make the side agreements, right?

Ms. SZELIGA. No, Congresswoman, I don’t believe

Ms. DEGETTE. Who made the side agreements?

Ms. SzeLIGA. If we’re going to talk about particular ones, the
C&W side agreements that we were referring to, one was a letter
from Mr. Casey as referred to by one of the other Congressmen ear-
lier, and one was an e-mail from Mr. Mohebbi as we discussed ear-
lier.

Ms. DEGETTE. And he was the COO?

Ms. SZELIGA. That is correct.

Ms. DEGETTE. So did you ever fully ascertain how many of these
side agreements there were? You know about three, but was that
it?

Ms. SzeELIGA. We had a number of, I'll call them side agreements,
but they didn’t appear to be inappropriate side agreements, be-
cause they were known at the time of the contract and were
addended or attached as exhibits, so after we completed the review,
we felt pretty comfortable that this was a limited universe, that we
were looking at.

Ms. DEGETTE. So to what do you attribute the fact that Qwest
just recently had to restate $1.4 billion of its

Ms. SZELIGA. I'm not in a position to respond to that because 1
have not been involved in their assertion as to why they restated.
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Ms. DEGETTE. You don’t think it was because of these accounting
problems that happened back in 2000, 2001?

Ms. SZELIGA. I'm sorry, I'm just not in a position to tell you why
they reached the conclusion that led to the issuance of the press
release on Sunday.

Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The Chair thanks the gentlelady and the Chair
thanks each of you for your forbearance. You've been here for 3%
hours. Mr. Joggerst, Mr. Olofson, Ms. Szeliga, we're going to dis-
miss you now and excuse you now and thank you for your testi-
mony and for your candor.

TESTIMONY OF JACKIE ARMSTRONG, COUNSEL, GLOBAL
CROSSING, LTD.; ROBIN WRIGHT, FORMER VICE PRESIDENT
OF CARRIER SALES, GLOBAL CROSSING, LTD; GREG CASEY,
FORMER EXECUTIVE VICE PRESIDENT OF WHOLESALE MAR-
KETS, QWEST COMMUNICATIONS INTERNATIONAL INC.;
SUSAN CHASE, VICE PRESIDENT OF INTERNATIONAL
WHOLESALE MARKETS, QWEST COMMUNICATIONS INTER-
NATIONAL INC.; KYM SMILEY, FORMER DIRECTOR OF STRA-
TEGIC NEGOTIATIONS, QWEST COMMUNICATIONS INTER-
NATIONAL, INC.; AND KENNETH F. FLOYD, DIRECTOR OF
SALES IN NORTH AMERICA, FLAG TELECOM

Mr. GREENWOOD. And I would call forth our second panel con-
sisting of Ms. Jackie Armstrong, Counsel at Global Crossing, Ltd.;
Ms. Robin Wright, the Former Vice President of Carrier Sales at
Global Crossing; Mr. Greg Casey, the Former Executive Vice Presi-
dent of Wholesale Markets, Qwest Communications; Ms. Susan
Chase, Vice President of International Wholesale Markets, Qwest
Communications; Ms. Kym Smiley, former Director of Strategic Ne-
gotiations for Qwest; and Mr. Ken Floyd, Director of Sales in North
America of FLGA Telecom.

Mr. DEUTSCH. Mr. Chairman, if we can just before they get set
up, there’s been a number of either e-mails or memos that have
been mentioned by other members, including the chairman of the
full committee and others. If we can just make sure that we get
those as part of the record, I'd appreciate it.

Mr. GREENWOOD. The entire binder from whence all those docu-
ments came will be part.

Mr. DEUTSCH. Our staff is telling us that some of those were not
in the binder.

Mr. GREENWOOD. We'll have the staff work that out and any doc-
uments to which members referred to today will be part of the
record.

[Pause.]

Mr. GREENWOOD. We welcome all the panelists. We note the ab-
sence of Mr. Floyd. We trust Mr. Floyd will be joining us and will
go through the administering of the oath should he return.

We welcome each of the panelists. I think all of you are aware,
most of you watched the first panel. You're aware that this is an
investigative committee and when we hold an investigative hearing
we take testimony under oath, so I would ask if any of you have
objections to providing your testimony under oath?
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Okay. I also tell you pursuant to the rules of the committee and
pursuant to the rules of the House, you are entitled to be rep-
resented by counsel and so I would ask if any of you are rep-
resented by counsel and we’ll start with you, Ms. Armstrong, are
you represented by counsel this morning, this afternoon? And could
you identify your attorney, please, and also if you will push your
button. Thank you.

Ms. ARMSTRONG. Jeffrey Canard and Ralph Ferrara.

Mr. GREENWOOD. Okay, we welcome you, sir. Ms. Wright?

Ms. WRIGHT. Yes, I'm represented by counsel, Jeffrey Canard and
Ralph Ferrara.

Mr. GREENWOOD. All right, very well. Mr. Casey, are you rep-
resented by an attorney?

Mr. CasSEY. Yes, Mr. Chairman, I'm represented by Michael
Trager of Fullbright and Jaworski.

Mr. GREENWOOD. Very well. Ms. Chase, are you represented by
counsel?

Ms. CHASE. Yes, Mr. Greenwood. I am represented by Ty Cobb.

Mr. GREENWOOD. Okay, Mr. Ty Cobb. And Ms. Smiley?

Ms. SMILEY. Yes. I'm also represented by Ty Cobb.

Mr. GREENWOOD. Very well. If you will stand and raise your
right hand, I'll swear you in.

[Witnesses sworn.]

Mr. GREENWOOD. You are under oath. I would ask if any of you
have an opening statement to make? None of you has an opening
statement to make, very well. The Chair will recognize himself for
the purpose of questioning and I will begin with Mr. Casey, a
Qwest former Executive Vice President for Wholesale Markets who
is here with us today under subpoena.

Mr. Casey has refused to be interviewed by committee staff and
it is my understanding that upon advice of counsel, Mr. Casey like-
ly will rely on his constitutional right not to testify at today’s hear-
ing. I believe that this privilege should be personally exercised be-
fore the members as we have done in the past and that is why we
requested Mr. Casey’s appearance today.

It is my hope that given the importance of his testimony to our
investigation, he will reconsider his decision to invoke his Fifth
Amendment rights and will answer the subcommittee’s questions
today.

Mr. Casey, let me ask you, did you or your employees provide
written side or oral agreements that would permit the purchase of
Qwest capacity to trade in or upgrade that capacity subject only to
availability, contrary to what the written contract provided for and
with the intent of deceiving Qwest’s auditors and investors so that
Qwest could book the revenue all at once and meet its quarterly
revenue targets?

Mr. Casey?

Mr. CASEY. Mr. Chairman, ranking member, members of the sub-
committee, I recognize and respect the important responsibilities of
the subcommittee and I would like to answer your question today.

While that was my strong preference, upon advice of counsel, 1
am invoking my rights under the Fifth Amendment of the Con-
stitution and as such I respectfully decline to provide testimony or
to answer your questions today.
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Mr. GREENWOOD. So you will invoke your Fifth Amendment
rights in response to all questions here today?

Mr. CASEY. Yes, Mr. Chairman.

Mr. GREENWOOD. You are certainly entitled to do that and you
are excused from the witness table at this time, but I advise you
that you remain, subject to the process of the committee and if the
committee’s need is such, then we may recall you.

The Chair ask unanimous consent that I may continue with an
additional 5 minutes to question the remaining witnesses on the
panel and without objection, I will do so except that I see that Mr.
Floyd has arrived.

Welcome, sir. Mr. Floyd, let me advise you as I have advised the
other members of this panel and ask you to pull that microphone,
stand right up in front of you and make sure the button is on.
You’re aware, I believe that we’re holding an investigative hearing
and that when we do that, we take testimony under oath. Do you
have objection to giving your testimony under oath?

Mr. FLoYD. No, I don’t.

Mr. GREENWOOD. Okay, then I would also let you know that pur-
suant to the rules of this committee and the rules of the House, you
are entitled to be represented by counsel. Do you wish to be rep-
resented by counsel today?

Mr. FLoYD. Yes, I do.

Mr. GREENWOOD. Would you then identify by name the attorney
who will represent you?

Mr. FLOYD. Mr. Michael Flannigan and Ms. Veronica Pastore.

Mr. GREENWOOD. Okay, then I'm going to need to ask you to
stand and raise your right hand.

[Witness was sworn.]

Mr. GREENWOOD. You are under oath, Mr. Floyd. Did you have
an opening statement that you wish to make?

TESTIMONY OF KENNETH F. FLOYD

Mr. FLoYD. Very simply, my name is Ken Floyd. I've been work-
ing with FLAG Telecom, U.S.A., Ltd. as director of sales for North
America. I've been working there since February 1999. Before join-
ing FLAG, I worked for more than 7 years in a wholesale carrier
function at RCI Long Distance which had been Frontier Commu-
nications, now Global Crossing out of Rochester, New York. My pri-
mary function was the international business relationships.

I do appreciate the opportunity to participate in this forum and
I am happy to cooperate and answer any questions that this com-
mittee might have.

[The prepared statement of Kenneth F. Floyd follows:]

PREPARED STATEMENT OF KENNETH F. FLOYD, DIRECTOR OF SALES, NORTH AMERICA,
FLAG TELECOM

My name is Kenneth (Ken) F. Floyd and I have been working with FLAG Telecom
USA Limited as Director of Sales, North America since February, 1999. Before join-
ing FLAG, I worked for more than seven years in the wholesale carrier sales func-
tion at RCI Long Distance/Frontier Communications in Rochester, New York, with
a primary focus on international business relationships.

I appreciate the opportunity to participate in this forum and I am happy to co-
operate and answer any questions that the Committee members might have.
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Mr. GREENWOOD. Thank you, Mr. Floyd. The Chair will correct
himself. T will recognize myself for 10 minutes for questioning and
each of the members will have 10 minutes as well.

Let me turn to Ms. Smiley. How are you this afternoon?

Ms. SMILEY. I'm fine, thank you.

Mr. GREENWOOD. Good. Were you involved in drafting the side
letter in the side agreement that’s been referred to earlier today?

Ms. SMILEY. The side letter for which——

Mr. GREENWOOD. Let me ask that question a little bit better.

Are you aware—this is the C&W side agreement. Were you in-
volved in drafting that side agreement?

Ms. SMILEY. During the fourth quarter of 2000, yes.

Mr. GREENWOOD. Who else was involved in drafting these agree-
ments?

Ms. SMILEY. Roger Hoaglund, Greg Casey, and some members
from Cable and Wireless, I believe, Alan Coe.

Mr. GREENWOOD. It is our understanding that Qwest cannot de-
termine who sent the Mohebbi e-mail out. We understand that
lédgo;he‘lg)bi cannot recall if he did so. Did you send the e-mail out to

W?

Ms. SMILEY. No, I did not.

Mr. GREENWOOD. Would you look at Tab 75, please?

Do you have that document?

Ms. SMILEY. Yes, I do.

Mr. GREENWOOD. It shows that at 3:38 p.m. on December 29, you
learned that Mohebbi’s assistant was not in the office to send the
e-mail out and we have been told by Mohebbi that he also was not
in the office that day. Did you contact Mohebbi after you learned
that his assistant was not in the office?

Ms. SMILEY. No, I did not. I did not have direct contact with
Afshin Mohebbi.

Mr. GREENWOOD. Did you have indirect contact with him?

Ms. SMILEY. Other than sending the e-mail? I sent the e-mail to
both Mr. Mohebbi and his assistant and called her subsequent to
find out to say here it is, please make sure it goes out and if you
have any questions, contact Greg Casey. And that’s basically what
I'm saying in this e-mail. After I found out that she was not in the
office, she meaning Mr. Mohebbi’s assistant, I let Mr. Casey know
that and that was the end of my participation in this.

Mr. GREENWOOD. But with regard to Mr. Casey, how did you in-
form him?

Ms. SMILEY. This e-mail shows that I said I just tried to call Pam
and she’s out until January 3. I may have also called him on the
telephone, but I can’t remember.

Mr. GREENWOOD. You don’t remember, recall that, okay. Do you
know who sent the e-mail out?

Ms. SMILEY. I do not. I assume Ms. Mohebbi did.

Mr. GREENWOOD. Okay, did you ever have a follow-up conversa-
tion with either Mr. Mohebbi or Mr. Casey about this e-mail and
whether or not it had actually been sent out?

Ms. SMILEY. At this time, I did not. Later on, I believe maybe Oc-
tober 2001, people at Qwest were asking questions about it and
people asked me whether I sent it out and I said no, I didn’t. I just
always assumed Mr. Mohebbi sent it out.
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Mr. GREENWOOD. Let me turn to you, Ms. Wright, and make sure
your microphone is right in front of you and turned on, if you
would, please.

Would you turn to Tab 5 in your binder there? Do you see that
document at Tab 5?

Ms. WRIGHT. Yes, I do.

Mr. GREENWOOD. You wrote an e-mail entitled “First Quarter Re-
ciprocal Deals.” The beginning of the second paragraph starts,
“Right now it looks like we’ll need to make network purchases in
the neighborhood of $250 to $350 million in order to meet the rev-
enue target.”

Why is Global Crossing having to make hundreds of millions of
dollars of purchases to meet a revenue target?

Ms. WRIGHT. The sales team came up with a list of opportunities
for—that they were wanting to close in the quarter. When that was
added up, we knew that we had a shortfall and knew that there
were some potential reciprocal deals on the table. My purpose here
was to try and let the heads of the region who also had some re-
sponsibility in the capital budget process know that these things
were on the table and that we would probably need to make the
purchases along with the reciprocal deal in order to make the rev-
enue targets.

Mr. GREENWOOD. Was there, in your opinion, a business purpose
for everything Global Crossing purchased from counter parties in
reciprocal deals?

Ms. WRIGHT. My role at this point was to track results, to work
with the sale team on the opportunities. I didn’t have any direct
contact with any of the customers other than Qwest, so I really
don’t have any knowledge of the business purpose for those trans-
actions.

Mr. GREENWOOD. Would you turn to Tab 9, please? And Tab 9
is a memo from Michael Coghill to Wallace Dawson. It says, “in re-
viewing the latest Qwest deal status, I see that U.S. Domestic
Waves has been increased to $60 million. We are now being asked
to provide business cases to support this transaction. This discus-
sion began with U.S. Waves at 515 million which we could not find
justification for, let alone $60 million.”

Doesn’t this indicate that Global Crossing was buying millions of
dollars of assets for which there was no business justification?

Ms. WRIGHT. What I believe this e-mail says is that a member
of the network planning organization who worked for Wally Daw-
son who was head of the network had obviously severe reservations
with a purchase size of $60 million. However, there were people,
other people in the company who had a different opinion. David
Walsh, who was my boss at the time was a very strong believer in
the market for WaveLinks and was working with a number of cus-
tomers in the carrier markets, was expanding the media and enter-
tainment, business and building of extranet. We had some opportu-
nities on the table with carrier customers. His viewpoint was that
there was a strong market for WaveLinks, so clearly within the
company there were very differing opinions about the market po-
tential here.

Mr. GREENWOOD. Would you turn to Tab 25, please? There, you'll
find an e-mail dated August 30, 2000.
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You wrote some thoughts which can be found beginning on the
second page of the e-mail chain. At the beginning of your e-mail
you express, “I am very concerned about the number for IRUs
here.’; What was the nature of your concern with the number of
IRUs?

Ms. WRIGHT. If I can take a moment to just clarify

Mr. GREENWOOD. Please do, absolutely.

Ms. WRIGHT [continuing]. About IRUs. IRUs are not inherently
bad. In fact—

Mr. GREENWOOD. Of course not.

Ms. WrIGHT. IRUs are great for the business. When Global
Crossing started and I was the 25th employee, that’s all we sold
at that point was IRUs and that’s how traditionally carriers built
their networks was through IRUs. So I just want to say that IRUs
are really a good thing.

Mr. GREENWOOD. We understand that.

Ms. WRIGHT. Okay.

Mr. GREENWOOD. It’s like trucks are a really good thing except
if you trade a blue truck for a red truck just to book the revenues.

Ms. WRIGHT. I hear your point. My concern was that I was—my
concern that I was articulating to Gary Brenninger who was the
finance, head of finance for the product management department
was that the number that they had given us, in my opinion, was
too high for the year and that there was no way that we were going
to be able to meet that target, given what I knew about the market
and the falling prices that we had been experiencing.

Mr. GREENWOOD. Did you feel pressured to meet a target number
of sales in that quarter?

Ms. WRIGHT. Yes.

Mr. GREENWOOD. You also wrote, “as you know, prices are drop-
ping fast and to some extent we are our own worst enemy. When
saddled with unreasonable revenue expectations, we do the crazy
deals at the end of the quarter.”

Did you have concerns that the targets set for sales were unrea-
sonable?

Ms. WRIGHT. I did have concerns, yes.

Mr. GREENWOOD. What did you mean about a crazy deal? Why
did you refer to it as a crazy deal?

Ms. WRIGHT. Well, this panel has been talking predominantly
about reciprocal transactions. What I was talking about in this par-
ticular e-mail, I believe, was that at the end of the quarter we
were—I believe we were discounting too much in order to get the
business. We had the best network in the world. We were built ev-
erywhere and because of some end-of-quarter pressures we were
discounting and I believe that we were our own worst enemy in
that we were beginning to cause the degradation in pricing since
we had a lot of the inventory.

Mr. GREENWOOD. Was the increase in numbers of Global Cross-
ing’s capacity swaps over the quarters a result of the pressure sales
incurred to meet target numbers each quarter?

Ms. WRIGHT. I believe that’s true.

Mr. GREENWOOD. Okay. The Chair recognizes the gentleman
from Florida, Mr. Deutsch for 10 minutes.

Mr. DEUTSCH. Ms. Smiley, did you work for Debra Petri?
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Ms. SMILEY. Yes, I did.

Mr. DEUTSCH. Ms. Petri told us that your role was strategic ne-
gotiation and that you were the one who was supposed to get the
deals. Is that correct?

Ms. SMILEY. ’'m sorry, that I was supposed to do what?

Mr. DEUTSCH. Get the deals.

Ms. SMILEY. Get the deals?

Mr. DEUTSCH. Get the deals.

Ms. SMILEY. I did not bring the deals to the table. I did not ap-
prove the deals. I had no authority to approve the deals so getting
the deals, no. Assisting in the negotiation of the contract, yes.

Mr. DEUTSCH. Can you explain to us why some of the biggest
deals that you worked on, those with Qwest, FLAG and Cable &
Wireless all claim that they had side or oral agreements outside of
contract that allowed them to port the capacity they purchased
from one asset to another, that they might select later?

Ms. SMILEY. I did not make any oral agreements with any of the
customers on the contracts that I negotiated. We negotiated the up-
grade provision of the contract very hard. Qwest maintained and
I maintained that we had to have upon mutual agreement of the
parties. Was there a reason for them to expect that we would not
give mutual consent? No. Because in my opinion that would be bad
faith negotiation if I'm negotiating a provision that I know that
says upon mutual consent and going into it, I know that we’re
never going to consent. So when we were negotiating, we had no
reason to believe that we would not give the consent.

Did I say or do anything that would contradict the contract terms
that we are negotiating? No.

Mr. DEUTSCH. Mr. Floyd, could you respond to that as well? The
question? Because our understanding is that Qwest, FLAG and
Cable and Wireless claim that they had side or oral agreements.
And why would they claim they had side or oral agreements?

Mr. FLOYD. During one of the deals that we had put together.
There was an agreement to upgrade at a later time to a different
system increased capacity. And that is FLAG’s position.

Mr. DEUTSCH. And that was an oral agreement?

Mr. FLOYD. Yes.

Mr. DEUTSCH. Ms. Smiley, with Cable and Wireless deal that you
were involved in at the end of 2000 with Mr. Casey and Mr.
Mohebbi, Cable and Wireless wanted a side letter to the agreement
for the swap or capacity. It was Alan Code, Cable and Wireless who
asked for that letter. Is that correct?

Ms. SMILEY. That’s my understanding. I was not involved with
the conversations between Qwest and Cable and Wireless as to
why Cable and Wireless wanted that. I was just asked to change
language in a document and forward it for approval Mr. DEUTSCH.
Did Cable and Wireless also draft the letter?

Ms. SMILEY. Yes, they did.

Mr. DEUTSCH. The letter states the following. “Cable and Wire-
less may exchange some or all of the original capacity for OC 192
WaveLink capacity on the routes indicated in Exhibit A on other
routes that Qwest may have available to which Cable and Wireless
U.S.A. agree before December 31, 2001, the exchange capacity.”
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This would allow Cable and Wireless to trade in capacity pur-
chase uncertain routes for other routes, is that correct?

Ms. SMILEY. Is there a copy I can take a look at?

Mr. DEUTSCH. Yes, 76 and 77.

Ms. SMILEY. Okay, I'm sorry, could you repeat your question?

Mr. DEUTSCH. 76 and 77.

Ms. SMILEY. Oh, I have the tab. Could you repeat your question?

Mr. DEUTSCH. Well, the question is, is this a cause that would
allow Cable and Wireless to trade in capacity of purchase uncertain
routes for other routes?

Ms. SMILEY. It does allow for an upgrade upon mutual agreement
of the parties. It’s my understanding that the auditors had ap-
proved certain language that would be in the contract that would
say under certain terms and conditions the purchaser could sell
back capacity to Qwest and Qwest would sell them exchange capac-
ity.

Mr. DEUTSCH. But Cable and Wireless was not satisfied with this
letter. It wanted further e-mails from Afshin Mohebbi, Qwest
present. Is that correct?

Ms. SMILEY. Again, I wasn’t involved in those conversations. I
don’t know why they asked for it. The only thing I was told—again,
I wasn’t personally involved in those discussions, I was told it was
more of a comfort—this was a letter about pricing and then the
subsequent e-mail was more of a comfort e-mail that we worked
with you in the past. We're going to work with you in the future.

Mr. DEUTSCH. I mean if you don’t know about the letter, how do
yo know it was about pricing, if that was the issue?

Ms. SMILEY. That’s what I was told.

Mr. DEUTSCH. By who?

Ms. SMILEY. I believe Roger Hoaglund, but I'm not positive sit-
ting here today. This was a long time ago and it wasn’t something
that stuck out in my mind.

Mr. DEuTsCcH. Who would have drafted that e-mail?

Ms. SMILEY. Who would have drafted the e-mail? Are we talking
about the e-mail or the side letter?

Mr. DEUTSCH. The e-mail.

Ms. SMILEY. The e-mail from Mr. Mohebbi? It’s my under-
standing that Cable and Wireless created the original draft and
forwarded it to Qwest and it was negotiated between Roger
Hoaglund and Greg Casey and Alan Coe.

Mr. DEUTSCH. According to an e-mail that you did send on De-
cember 29 which is Tab 75 to Pam Deatru, Mr. Mohebbi’s assist-
ant, this e-mail was supposed to be sent by Mr. Mohebbi to Nick
Jeffries at Cable and Wireless in London. Is that correct in Lon-
don?

Ms. SMILEY. Yes.

Mr. DEUTSCH. And the e-mail states as follows “Qwest under-
stands your concerns regarding the language in that side letter as
agreed upon by the parties. This e-mail is intended to assure you
that in accordance with Qwest past practice Qwest will honor the
understanding and intention of the parties with regard to any re-
quest by Cable and Wireless to obtain a full and fair trade of the
capacity in Exhibit A of the agreement, of the 192 WaveLink capac-
ity. Qwest guarantees that Cable and Wireless requests such a
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trade prior to December 31, 2001 and Qwest shall provide such ca-
pacity.”

Was Pam Deatru in the office on December 29, 2000?

Ms. SMILEY. It’s my understanding that she was not.

Mr. DEUTSCH. And you e-mailed Greg Casey to that effect that
3:38 p.m., is that coarct.

Ms. SMILEY. Yes.

Mr. DEuTSCH. And what did Greg Casey tell you to do at that
point?

Ms. SMILEY. Nothing. I did not do anything further regarding
this e-mail. I sent it off. It was sent to Afshin and his assistant and
I informed Greg Casey that Afshin’s assistant wasn’t in and that
he need to contact Afshin. I had no further involvement after that
point.

1\{[)1‘. DEUTSCH. So how did you know his instructions were carried
out?

Ms. SMILEY. I saw an e-mail in October 2001 that was sent to
us from Cable and Wireless and they had received around this
timeframe and the e-mail had come from Mr. Mohebbi’s computer.

Mr. DEUTSCH. So at that point you went home and you forgot
about it? This is $109 million transaction as far as we’re aware at
this point?

Ms. SMILEY. I did my part of it. I revised the language as I was
requested. I forwarded the e-mail as I requested. I didn’t have di-
rect contact with Afshin Mohebbi so it would not be my place to
follow up with him and call on him. I did what I was asked to do
and then I went home.

Mr. DEUTSCH. Was that contract singed in that quarter, the
fourth quarter?

Ms. SMILEY. Yes, it’s my understanding it was.

Mr. DEUTSCH. Earlier today, Robin Szeliga testified that when
she found out about the Cable and Wireless letter and the e-mail
from Mr. Mohebbi she asked Mr. Mohebbi about it. Mr. Mohebbi
said he was not in the office that day and had not read the e-mail,
but he authorized someone to access his computer and send out the
e-mail. According to Ms. Szeliga, that person may have been you,
is that correct?

Ms. SMILEY. It absolutely was not me. I have never accessed Mr.
Mohebbi’s computer. I have never sent any e-mails on his behalf.
That is absolutely not correct.

Mr. DeuTscH. Did you have Mr. Mohebbi’s access code to his
computer?

Ms. SMILEY. No sir, I did not.

Mr. DEuTscH. Mr. Floyd, you represent FLAG which is one of
several companies which has told us that sales people from Qwest
promised that if they bought certain capacity from them it could
be traded for other capacity at a later date. Is that correct?

Mr. FLoyD. The premise was that we were buying a certain
amount today and being able to get some capacity later when it be-
came available. It was not available at the time that we contracted
for it.

Mr. DEUTSCH. At Tab 67, there was an e-mail dated June 4, 2001
from Susan Chase to Greg Casey. Ms. Chase states that for Qwest
to start recognizing revenue on this $20 million IRU it would sell
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FLAG 10 STMs on Pacific Crossing. FLAG would then pour it over
to 16 STMs on Japan U.S. within 2 or 3 months once Japan U.S.
is turned on. Who are Susan Chase and Greg Casey and what ex-
actly are they proposing?

Mr. FLoYD. Who are they?

Mr. DEUTSCH. That’s correct.

Mr. FLOYD. Susan Chase is sitting to my left as the Vice Presi-
dent of International Wholesale Markets. Greg Casey was the
President of that group. What they are suggesting here was exactly
as I was just saying. We bought a certain amount of capacity today
and getting an increased capacity in the new system when it was
available. It hadn’t been available as of yet, the Japan U.S.

Mr. DEUTSCH. Thank you.

Mr. GREENWOOD. The Chair recognizes Chairman Tauzin for 10
minutes of inquiry.

Chairman TAUZIN. Thank you, Mr. Chairman. We thank this
panel for appearing and for testifying and let me first take you
back, Ms. Smiley and Ms. Armstrong, to April 2001. I passed out
a document to you indicating a series of e-mail communications in
which you, Ms. Smiley, apparently communicate to Robin that “I
understand the issue with the end points. I really do not want to
lose the flexibility we currently have and that we can designate
which end points we want when we choose to activate them,
etcetera. I know this is a quirky request but it’s something our
auditors are not requiring.”

Can you tell us, Ms. Smiley, what your auditors were telling you
you had to have in the deal?

Ms. SMILEY. Yes sir, I can.

Chairman TAUZIN. What exactly were they telling you?

Ms. SMILEY. At that point in time and prior to that point in time
when Qwest purchased capacity from another provider such as
Global Crossing, Qwest was not required to activate the capacity
it purchased by the end of the quarter. In contrast, when Qwest
sold capacity, Qwest was required to activate it and the customer
accept it before the end of the quarter.

Around this timeframe what happened was the auditors came
out and said if you'’re doing a transaction where Qwest is making
a purchase from a customer to whom it is also selling capacity, if
we sell them capacity and they pay for it and we deliver our capac-
ity, then if we buy capacity from them and we pay for it and they
don’t deliver it, then it has the appearance that we’re financing our
own transaction. So therefore they said at that point if we are pay-
ing for capacity that we are purchasing at the same time we were
selling capacity, then we needed to have it activated. That was, to
my knowledge, a new requirement this quarter and I was asking
them to activate the capacity for us.

Chairman TAUzIN. That was a problem because the contracts
didn’t require that it be activated in that quarter. You had that
flexibility in the contracts, is that correct?

Ms. SMILEY. Sir, the point of flexibility that I'm talking about
here is when Global Crossing sold the capacity to Qwest. There
were a couple of different POPs, points of presence, that Qwest
could have the capacity activated to in Japan as well as three dif-
ferent options in the United States. It was over the same trans-Pa-
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cific cable system so it’s still the same capacity, but it’s either going
to go from the cable landing station and land at one area in Japan
or another.

Chairman TAUZIN. Why were the auditors requiring that, for
what purpose? What difference did it make for Qwest?

Ms. SMILEY. It was my understanding that they needed it for the
revenue recognition.

Chairman TAUZIN. What is revenue recognition? What is that?

Ms. SMILEY. 'm not an accountant, sir.

Chairman TAUZIN. Doesn’t it mean to get the revenue recognized
for purposes of that quarter?

Ms. SMILEY. That’s my understanding of the term.

Chairman TAUZIN. That’s to make the numbers. So to get Qwest
to make the numbers, you had to somehow deal with this flexibility
issue.

Ms. Armstrong, you responded, I believe, in this same series. “I
understand quirky. We do quirky all the time. We’ll be happy to
help as long as we don’t go to jail or something. Let me know what
you find out.”

And then you came back and responded, I believe, Ms. Smiley,
with “Believe me, I would never ask you to do something that
would end up with that result. I don’t like orange, although I like
black and white, I don’t prefer those stripes.” Is that correct?

Ms. SMILEY. Yes sir. I made very clear that I would not ever ask
her to do anything that would end in that result. I was not asking
her to do anything improper. And I made a joke.

Chairman TAUZIN. You sent some interesting e-mails around not
too long after in June and it’s Tab 55 if you want to follow with
me. It’s entitled a “Bump in the Qwest Road.” “We agree to move
forward but I want to alert you to an issue that came up this
evening and has to do with portability and here’s the deal. In our
deals with Qwest, our capacity of stock fiber that we buy from
them has to be activated in order for them to get revenue recogni-
tion” and you go on to say that “Susan and I agree with Greg
Casey and David. We'll talk some time tomorrow and just get gen-
tlemen’s agreement and we’ll work out together to establish pric-
ing, the purchase price. David, I'll work it out with Jean.”

The issue on pricing also came apparently from the accountants.
“Our argument has been that we do not want to be penalized for
their rev recognition problems. Now their accountants are insisting
that it has to be fair market value instead of what you paid for it.”

So you had two problems. You had the portability issue, the ac-
countants are saying you can’t do that in the contract and get
Qwest its numbers and you also have to have agreement on pricing
that reflects something other than what you paid for it, something
like fair market value. Is that right, Ms. Wright?

Ms. WRIGHT. Yes, there are a couple of issues here and let me
see if I can walk through them.

Chairman TAUZIN. All right.

Ms. WRIGHT. First of all, on the issue of portability, portability
gave us the flexibility to move the capacity based on customer re-
quirements. We had had a history of having portability in our con-
tracts with Qwest and during the first quarter of 2001 we were
working on the language for portability. They always knew that it
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was a requirement of ours to have portability. We were not inter-
ested in pursuing it if we didn’t have portability.

Chairman TAUZIN. You had to have it and you also had to have
an agreement from them that they would consent. Isn’t that cor-
rect?

Ms. WRIGHT. That is correct.

Chairman TAUZIN. In effect, you had to have an agreement from
them that they would give you consent, you had consent guaran-
teed to you, according to your understanding in these contracts on
portability, and yet the accountants are telling Qwest that if you
do it that way, you can’t get revenue recognition.

So where did you get these agreements that they would consent?
Is that in the documents?

Ms. WRIGHT. I believe the documents actually said good faith ef-
forts—I don’t remember the exact——

Chairman TAUZIN. What do they explain to you about revenue
recognition? Do you understand it the way I just understood it,
that if they give you consent agreements like that in documents,
they could not get revenue recognition. Did they explain that to
you?

Ms. WRIGHT. Revenue recognition was an issue with every cus-
tomer that we dealt with and every customer, every contract was
different in terms of requirements. Testing of circuits, accepting of
circuits

Chairman TAUZIN. What did Qwest tell you?

Mr. FERRARA. Excuse me, Mr. Chairman? Mr. Chairman, one of
the regrettable risks in inviting a witness to have counsel to a com-
pany representative and advise her, I would respectfully ask the
Chair to ask Chairman Tauzin to let the witness finish her answer
before there’s a second question, please. She’s been interrupted
twice. We'd like her to finish her answer if that would be agree-
able.

Chairman TAUZIN. Mr. Chairman, I’'m going to interrupt any wit-
ness who is not answering the question I asked them. I didn’t ask
the gentlelady to go in that discussion. I asked the gentlelady to
tell me what did Qwest tell her about their understanding of rev-
enue recognition and I'll be glad to hear her out if she’ll explain
that to me.

Mr. FERRARA. With respect, thank you, sir.

Chairman TAUZIN. Thank you, sir.

Ms. WRIGHT. We didn’t have an extensive discussion about what
they needed for revenue recognition other than some circuits had
to be activated, had to be designated and activated prior to the end
of the quarter.

Chairman TAUZIN. Now Ms. Armstrong, in again a memo that is
Tab 63, regarding some e-mails that you sent, if youll follow with
me, this is a memo apparently entitled—the whole thing is entitled
“From Robin Wright to Jamie Lorinia.”

You write, “As everyone involved knows the portability language
is not great, we need their consent to the swap and we had their
word that they would consent.”

Is that correct?

Ms. ARMSTRONG. Yes.
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Chairman TAUZIN. Who had given you their word that they
would consent?

Ms. ARMSTRONG. The written agreement that we had with them
on portability.

Chairman TAUZIN. I didn’t hear you, I'm sorry.

Ms. ARMSTRONG. I'm sorry. The written agreement that we had
with them on portability provided that the right for Global Cross-
ing to exercise its portability option was subject to the consent of
both parties, both Global Crossing and Qwest.

Qwest indicated to us in meetings and on conference calls that
they would, in fact, give that consent.

Chairman TAUZIN. So it’s your testimony that Qwest in their con-
ference calls and meetings orally committed to consent in order
that you might get mutual agreement on portability?

Ms. ARMSTRONG. Yes. They weren’t saying anything that was
contradictory to the agreement and the agreement did give us the
right to portability, but it was subject to their consent. And what
they were saying basically was we will give you that——

Chairman TAUZIN. Don’t worry about it, you’ll get consent.

Ms. ARMSTRONG. Yes.

Chairman TAUZIN. Who at Qwest was giving you those oral as-
surances?

Ms. ARMSTRONG. It was Susan Chase.

Chairman TAUZIN. I'm sorry?

Ms. ARMSTRONG. Susan Chase. She was the principal negotiator
for the

Chairman TAUZIN. It’s your testimony that Susan was giving you
oral, Susan Chase, was giving you oral commitments, not to worry
that the consent would be available to you on these mutual agree-
ments, is that correct?

Ms. ARMSTRONG. Yes.

Chairman TAUZIN. Ms. Chase, would you like to comment,
please?

Ms. CHASE. I did not give oral consent

Mr. GREENWOOD. Ms. Chase, pull your microphone up nice and
close.

Ms. CHASE. Sorry about that. Yes, Congressman Tauzin, I did
not give oral consent. I'm not in a position to make those types of
decisions. I have a large group of people behind me that look and
review every transaction and every issue and I also have a senior
vice president and executive vice president that I reported to.

However, I had no reason to believe that my company would not
give mutual consent. During that timeframe I cannot recall any
transaction that I had ever been involved with whereby we did not
give mutual consent.

Chairman TAUZIN. You are testifying you didn’t have the author-
ity to say that, but did you say that?

Ms. CHASE. I did not say that.

Chairman TAUZIN. You never told Ms. Armstrong in these con-
versations that your company would guarantee consent on these
agreements?

Ms. CHASE. I never expressed that Qwest would guarantee con-
sent.
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Chairman TAUZIN. Ms. Armstrong, youre saying that’s exactly
what you got from Qwest.

Ms. ARMSTRONG. Yes, Susan Chase and Robin Wright were the
business people involved in this deal. I'm a lawyer. I was there to
document the transaction and so the assurances were made to
Robin, but obviously I was on the call in the meeting and heard
them.

Chairman TAUZIN. Ms. Wright, you're here to tell us whether or
not you believe—you’ve heard two different stories here. Who’s cor-
rect?

Ms. WRIGHT. I believe Jackie is correct. It’s my firm belief that
we had their oral assurance that we could port the circuits.

Chairman TAUZIN. Ms. Armstrong, if you didn’t have the oral
agreements that you would get consent on portability, would you
have entered into those contracts? Would you have recommended
the company enter those contracts?

Ms. ARMSTRONG. That wouldn’t have been my decision, but I
would be very surprised if the company had done the deal without
those representations.

Chairman TAUZIN. You'd be very surprised if it had done the
deals without the consent being guaranteed?

Ms. ARMSTRONG. Yes, the background to this was that Qwest and
Global Crossing had been doing business together for several years
and had very good relationship. Whilst we were relying on what
they were telling us, clearly it would make business sense for them
to agree to give us the portability in the future when the occasion
arose.

Chairman TAUZIN. Later on in December, Tab 65, if you want to
follow with me, 65, Ms. Armstrong, you sent an e-mail to Ms.
Smiley at Qwest.

It reads as follows: “I cannot stress enough how concerned and
frustrated we are with this. As you know, when we did this deal
and the other similar deals with Qwest, where portability was in-
volved, the capacity which was activated was for Qwest’s internal
reasons that which you were able to activate by the end of the
quarter, rather than that which we actually required. Everyone in-
volved was clear that the only reason this was accepted was in reli-
ance on Qwest’s unequivocal representation that the capacity
would be ported to the required routes after the event.”

In effect, saying the only reason anybody agreed with these deals
was upon those assurances of consent. Is that correct?

Ms. ARMSTRONG. Yes, I mean this is backing up exactly what I've
just told you, that that was the understanding we had when we did
the deal.

Chairman TAUzZIN. That was addressed to Kym Smiley, is that
correct?

Ms. ARMSTRONG. Yes, because Kym was present on conference
calls and meetings when this was said. I can’t actually remember
what Kym said and whether she said anything on this, but she was
definitely present.

Chairman TAUZIN. So what we have is a situation, as I under-
stand it, and correct me if I'm wrong now, but I think I've got it.
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Is that you signed some deals and the deals say that part of the
deal will give you the right to portability, the right to make these
choices when you need them?

Ms. ARMSTRONG. Yes.

Chairman TAUZIN. But the oral understandings are that you’re
going to get their consent to whatever you need in terms of that
portability when you require it, right?

Ms. ARMSTRONG. No, the terms of the deal were that we would
get portability, but it was subject to their consent. All we were say-
ing was we will give you that consent. It wasn’t contradict to what
was written down.

Chairman TAUZIN. That’s my point.

Ms. ARMSTRONG. Yes.

Chairman TAUZIN. You've got a deal that said you had port-
ability, subject to mutual consent, but then you got an oral agree-
ment saying don’t worry about mutual consent because you're guar-
anteed it.

Ms. ARMSTRONG. It didn’t say don’t worry about mutual consent.
It said we will give you that.

Chairman TAUZIN. We'll give it to you.

Ms. ARMSTRONG. Yes.

Chairman TAUZIN. And at the same time the accountants over
here are telling Qwest you can’t do that. You can’t do that and
make the numbers.

Ms. ARMSTRONG. I mean I have no idea what Qwest’s internal ac-
counting and revenue issues were.

Chairman TAUZIN. But you referred to it in your e-mail, Ms.
Armstrong. You basically say “because of Qwest’s internal reason.”
You knew where they were, didn’t you?

Ms. ARMSTRONG. No.

Chairman TAUZIN. You didn’t know?

Ms. ARMSTRONG. They told us that the reason they wouldn’t put
it in writing, they would say, they wouldn’t take out basically the
requirement for consent so that it was an unequivocal right for
Global Crossing was that they had accounting or revenue issues
with it. I have no idea what those issues were.

Chairman TAUZIN. They never explained that to you?

Ms. ARMSTRONG. No.

Chairman TAUZIN. All you knew was that they had revenue and
accounting issues involved and therefore they couldn’t put it in
writing?

Ms. ARMSTRONG. Yes.

Chairman TAUZIN. You never asked are we participating in a
fraudulent scheme here?

Ms. ARMSTRONG. No.

Chairman TAUZIN. Are we trying to defraud anybody if we can’t
put it in writing, we have to hide it in an oral agreement?

Ms. ARMSTRONG. No, of course, I didn’t.

Chairman TAUZIN. Nobody ever asked that question?

Ms. ARMSTRONG. No. Every customer we dealt with had lots of—
had different, as far as I could see, and I don’t even understand
completely Global Crossing’s accounting and revenue requirements.
But every customer we dealt with had different accounting and rev-
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enue requirements. We could not possibly understand what they
were.

Chairman TAUZIN. But Ms. Armstrong, again, just as a layman
looking at this, is it ordinary to have secret, unwritten agreements
that have to be kept secret because otherwise it will threaten rev-
enue recognition which I understand to be reporting revenue to the
public, publicly traded company, is that normal?

Ms. ARMSTRONG. There’s nothing, as far as I was—there was
nothing secret about this.

Chairman TAUZIN. How many other oral agreements have you
had with other companies like that?

Ms. ARMSTRONG. Well, things are often said in the context of ne-
gotiations about how a company is going to perform in the future.

Chairman TAUZIN. But you thought this was pretty binding.

Ms. ARMSTRONG. I'm sorry?

Chairman TAUZIN. You thought this was pretty binding to the
agreement. You told me that you don’t think your company would
have entered into the agreement without it and yet it was an oral
agreement that you had to count on and the persons giving you the
oral agreement are telling you we can’t put that in writing because
our accountants won’t let us. Doesn’t that raise a red flag to you?

Ms. ARMSTRONG. I said that—I'm sorry, I have forgotten the be-
ginning of your sentence.

Chairman TAUZIN. Let me try it again. Again, you’re rep-
resenting a company that’s about to enter into a deal with another
company. You tell me the consent to portability in your opinion was
so important that you don’t think your company would have made
the deal but for that consent by guarantee.

Ms. ARMSTRONG. Uh-huh.

Chairman TAUZIN. You also tell me the company is telling you
we can’t put that in writing though because our accountants tell us
that gives us revenue recognition problems.

Ms. ARMSTRONG. Well, they didn’t go into that much detail.

Chairman TAUZIN. Doesn’t that raise a red flag to you, that an
essential part of your agreement has to be kept secret, otherwise
the accountants can’t treat it a certain way for revenue purposes?
]?loesr‘l)’t that tell you this is a bad deal, I better not touch this
thing?

Ms. ARMSTRONG. It doesn’t raise any flag at all.

Chairman TAUZIN. None at all?

Ms. ARMSTRONG. Not for Global Crossing. We weren’t keeping
anything secret. This was

Chairman TAUZIN. Was this the biggest deal you did?

Ms. ARMSTRONG. I'm sorry?

Chairman TAUZIN. Wasn’t this the biggest deal that you didn’t,
the one with Qwest? Wasn’t it $300 million?

Ms. ARMSTRONG. No, no.

Chairman TAUZIN. How much was it?

Ms. ARMSTRONG. I can’t remember exactly how much it was. It
certainly was one of the bigger deals I worked on, yes.

Chairman TAUZIN. It was pretty big.

Ms. ARMSTRONG. Yes, very big.

Chairman TAUZIN. Yes. And it would not have been connected,
in your mind, in your opinion by your company without this guar-
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antee which the party who gave you the guarantee is not denying
you got it. How could you recommend to the company that they do
a deal where you had to count on Ms. Susan Chase 1 day saying
yeah, that was the deal or no, that wasn’t the deal?

Ms. ARMSTRONG. That was not a decision that I made. It was not
my decision whether or not we did the deal based on these oral as-
surances. In fact, my advice to the company was that we are taking
a real business risk by relying on these oral assurances because it
would be very difficult, if we went to court on this, we probably
wouldn’t win.

Chairman TAUZIN. Yes. But you don’t think that it raised ethical
concerns or legal concerns about whether or not the other company
was dealing fairly and ethically with you?

Ms. ARMSTRONG. As far as, you mean ethical concerns within
Qwest?

Chairman TAUZIN. Yes. You were dealing with a company that
was saying I know you’re going to have consent, but we can’t put
it in the contract because our accountants won’t let us. That didn’t
raise any ethical or legal issues?

Ms. ARMSTRONG. I wasn’t representing Qwest. It may well have
raised concerns within Qwest. What I'm saying is it didn’t raise
concerns within Global Crossing.

Chairman TAUZIN. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentlelady from Colorado, Ms. DeGette for 10 minutes.

Ms. DEGETTE. Thank you, Mr. Chairman. I think this is the es-
sential issue, so if you folks could all go to the memo that we just
handed out. It’s not in the notebook. The chairman was asking
about it a minute ago. At the top of the three page document it
says “From Stout, Kimberly sent April 23.” Does everybody have
that document?

Because I think this document more than anything we’ve looked
at, while also having some amusing jokes by the parties, it says
what the essence of the issue is here, so I'd like you all to follow
with me. Take a look at page 2 of this. It’s an e-mail from Ms.
Smiley to Ms. Chase and everyone sitting here just about has re-
ceived a copy of it and it says “Robin and Jackie, as Susan ex-
plained, we need to execute acceptance letters for the capacity that
Qwest purchased from Global Crossing during first quarter 2001.”
And then it goes on.

Then the next e-mail which is dated April 23, 3 days later it’s
from Ms. Wright to Ms. Smiley and again everyone had it, this is
it. “Can you give us some clarification of what you require? In actu-
ality, you have prepaid circuits, but have not designated the end
points. Since for our revenue recognition that would be Global
Crossing, we are not required to actually activate the circuits.
There is nothing to formally accept until we have received the
order from you. Do you want to say that you are accepting 20 cir-
cuits from Tokyo to Seattle and 80 circuits from Tokyo to Hong
Kong? If that’s the case, I need to check with Legal since we have
not actually delivered them.”

Now let me start with Ms. Wright. Ms. Wright, you knew when
you wrote this e-mail that the way Qwest did its revenue was it
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amortized it over time and so you did not actually have to have the
end points designated because of your accounting principles, right?

Ms. WRIGHT. For our accounting principles, we did not have to
activate circuits prior to the end of the quarter.

Ms. DEGETTE. Right, but you also knew that Qwest’s accounting
office did require it because they were booking the revenue quarter
by quarter, not amortizing it over time, right?

Ms. WRIGHT. I did not know the reason why they required some-
thing different. As I mentioned, we’ve had many contracts with all
kinds of different requirements. I knew it was different, but I
didn’t know why.

Ms. DEGETTE. And you also knew that they had to actually book
a deal, they had to have a sale of actual goods. They had to have
the end points, in other words, right? Did you know that?

Ms. WRIGHT. Of their sale to us?

Ms. DEGETTE. Right.

Ms. WRIGHT. Correct, I did know that.

Ms. DEGETTE. Let me ask you, Ms. Chase, from Qwest’s perspec-
tive, when you did these deals, you knew that Global Crossing did
not require the end points to be designated from its accounting per-
spective, but you guys had to have an actual sale, right?

Ms. CHASE. What we were selling to Global Crossing, we had a
set process in which we needed to follow in how we sold our serv-
ices.

Ms. DEGETTE. Right, and if it didn’t have end points, then you
couldn’t close the deal by the end of that quarter, right?

Ms. CHASE. Correct.

Ms. DEGETTE. So this is what this memo, this series of memos
is about, isn’t it, Ms. Chase?

Ms. CHASE. No, it’s not. This is about the assets that we pur-
chased, that Qwest purchased in Asia. And it was after the first
quarter transaction, one of our finance guys came back and said
that we needed a document showing that we accepted service in
Asia.

Ms. DEGETTE. Right, exactly.

Ms. CHASE. That was the Asia piece, not what we sold to Global
Crossing, it’s what we bought.

Ms. DEGETTE. Right, okay.

Ms. CHASE. It doesn’t have anything to do with revenue recogni-
tion.

Ms. DEGETTE. Now Ms. Smiley, there’s another e-mail sent also
on April 23 from you to Ms. Wright and others and you say “I un-
derstand the issue with the end points. I really do not want to lose
the flexibility in that we can designate which end points we want
when we choose to activate them. So I'm checking internally to see
how we should handle.”

Right? That’s what you said.

Ms. SMILEY. Yes ma’am.

Ms. DEGETTE. And then that’s when Ms. Wright writes back and
she says that she would be happy to help you, so long as and here’s
the first of the jokes, “you don’t go to jail or something.”

Now what you were recognizing there, Ms. Wright, is you under-
stood that there could be a potential problem if you both gave
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Qwest the flexibility they wanted, but you didn’t have any kind of
designated end points, right?

Ms. WRIGHT. No, that’s not true.

Ms. DEGETTE. Well, tell me then.

Ms. WRIGHT. Okay, they sent us a request to activate circuits.
Let me back up. Initially, what we normally would do would be ac-
tivate from a cable station to a cable station so that we have a
place holder for that customer for those circuits on that undersea
portion only.

Ms. DEGETTE. I understand.

Ms. WRIGHT. So that when they tell us where they want the end
points, then we activate them for them Ms. DEGETTE. Right.

Ms. WRIGHT. I'm just trying to clarify what it is that she’s asking
us to do and I wanted to check with legal on it once I

Ms. DEGETTE. Did you ever get it resolved?

Ms. WRIGHT. No, as far as I know, this was the end of this.

Ms. DEGETTE. Okay, if you can turn quickly to Tab 57, here’s
some more e-mails and the first thing, page 3 of it, there’s a whole
series of e-mails. It looks to me like everybody was copied on all
of these e-mails and on page 3 a gentleman named Martin A. Ritt,
an attorney from Perkins Coohey says “Qwest accounting people
are focused on the issue of whether the repurchase price should be
used based on fair market value as Qwest prefers versus what was
paid for the item as GC prefers. I think that Robin and Susan
Chase need to close the loop on this question.”

Ms. Armstrong, were you aware of those conflicting policies be-
tween Qwest and Global Crossing?

Ms. ARMSTRONG. I was aware of it when I got this e-mail. I un-
derstand the issue, yes.

Ms. DEGETTE. Okay, and so my question is how did you ever re-
solve it with respect to the transaction in this e-mail? Did you ever
resolve how it should be determined?

Ms. ARMSTRONG. Yes, the agreement, we reluctantly conceded
and agreed that the agreements would say fair market value.

Ms. DEGETTE. And in fact, it did say fair market value?

Ms. ARMSTRONG. It did say fair market value, yes.

Ms. DEGETTE. Here’s an e-mail on the first page of Tab 56 which
is from Ms. Wright to Ms. Chase and others and it says “Kym and
Susan, this is an issue that keeps raising its ugly head. As we've
agreed, because we’re both being delivered what we probably don’t
want in the long term, we’ve agreed on both sides that the repur-
chase price is the actual amount paid, not the fair market value.
You know the issue. We are taking capacity in order to help with
revenue recognition issues.”

Now I want to ask you, Ms. Wright, what is the business purpose
of this deal? You're taking—you're being delivered what you don’t
want in the long term. You've agreed that the repurchase price is
the actual amount paid and you know that you're taking capacity
in order to help with revenue recognition issues.

Ms. WRIGHT. As we discussed, Qwest required to have the cir-
cuits activated prior to the end of the quarter. There were cases
that we were waiting and sometimes it’s a matter of a few weeks
for them to have the locations that we wanted, the circuits ex-
tended to, ready for service, and in a lot of cases we were waiting
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for our own customers to tell us where they wanted their end
points. So we wanted the flexibility to be able to port that.

Ms. DEGETTE. So what you're saying is you closed the deal so
that Qwest could recognize the revenue by the end of the quarter,
when in fact, the final ports weren’t determined yet? Right?

Ms. WRIGHT. We closed the deal because——

Ms. DEGETTE. No, is that what happened?

Ms. WRIGHT. No, that’s not what happened. We closed the deal
with the understanding that we had the flexibility to move the cir-
cuits where we wanted them to be ultimately.

Ms. DEGETTE. Okay, and so in that case, you took circuits—I'm
sorry, in that case you took capacity that you didn’t need because
you wanted to close the deal before the quarter was out?

Ms. WRIGHT. We took capacity that they had available with the
understanding that we could move it to the locations that we want-
ed as soon as it was available.

Ms. DEGETTE. And was that in the written agreement, the un-
dﬁfsganding that you could move it to the locations as it was avail-
able?

Ms. WRIGHT. As Ms. Armstrong has outlined, it required their
consent.

Chairman TAUZIN. Mr. Chairman?

Ms. DEGETTE. I'd be happy to yield.

Chairman TAUZIN. I want to ask if the gentlelady could have an
additional 2 minutes and I ask her to yield quickly?

Ms. DEGETTE. I'd be glad to.

Chairman TAUZIN. I thank the gentlelady. I want to go to Ms.
Chase real quick. Now you just heard at Tab 65 again, you just
heard the testimony of Ms. Wright regarding this e-mail. You re-
sponded to it. And you said as follows: “I agree with your com-
ments below. It is our intention to keep you whole.” That sounds
like you're agreeing to what Ms. Armstrong has testified, that you
did, in fact, have an oral agreement to keep them whole.

Am I wrong? What does this mean?

Ms. CHASE. Congressman Tauzin, my comment here on—that I
agree with your comments below was that I agreed I thought we
should be able to give them what we refer to as purchase price
versus fair market value. So I was very surprised that we were re-
verting our agreement to fair market value versus purchase price.

So the issue here was that I wanted to try to help Robin and
Global Crossing get what they wanted which was purchase price.
So I followed back to see what we had done before and was asking
had we done this before for you to try to figure out why we weren’t
doing it in this particular quarter.

Chairman TAUZIN. Isn’t purchase price, however, the issue of
purchase price or fair market price connected to the question of
portability as to whether it’s revenue recognizable?

Ms. CHASE. I don’t know. I don’t know. I'm not in that area.

Chairman TAUZIN. How could you have a new agreement if
you're going back to the old agreement which had a purchase price
in it?

Ms. CHASE. I'm sorry, I don’t understand.

Chairman TAUZIN. Your oral agreement had a purchase price in
it.
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Ms. CHASE. Yes.

Chairman TAUZIN. Now you’re saying we had to go to a new
agreement that says we’re not going to go by purchase price. We're
going to go by fair market value.

Ms. CHASE. Right.

Chairman TAUZIN. How could you have that without an oral
agreement to do that?

Ms. CHASE. Well, no, our company, Qwest, as we go through the
process with our pricing offer management group, our accountants,
our attorneys, they review all of the pieces of the agreement. At
this point, I guess it was toward the end of the quarter they came
back and stated that we needed to have fair market value.

(;)hairman TAUZIN. Why did you ask did we put it in a side let-
ter?

Ms. CHASE. Because I was trying to figure out if we had done in
a prior agreement which would be in a prior quarter.

Chairman TAUZIN. The point was it wasn’t in—the purchase
price issue was not in the original agreement and so you were say-
ing did we put it in a side letter? Is there some way we agreed to
do this? Is that what you're saying?

Ms. CHASE. No, not at all. That’s not what I'm saying.

Chairman TAUZIN. Tell me, please.

Ms. CHASE. It turned out that in a prior agreement that we had
with Global Crossing that we had purchase price, that upon mutual
consent, if Qwest agreed to allow Global Crossing to trade a circuit
in, they would get the purchase price that they paid for it.

Chairman TAUZIN. I accept that. But you’re basically saying, 1
agree with your comments, and it is our intention to keep you
whole. Isn’t that the guarantee? Isn’t that the guarantee that
you’re going to give your consent to this new pricing arrangement?

Ms. CHASE. Not at all.

Chairman TAUZIN. Thank you, Mr. Chairman.

Ms. DEGETTE. Reclaiming my time. Let me just ask, listening to
what Ms. Wright just told me, Ms. Chase, would you disagree with
the statement that the reason the contract was structured the way
it was, was so that Qwest could recognize the revenue because
there was such pressure to book this by the end of the quarter even
though they knew that they were both negotiating for something
they didn’t want and that would be changed later.

Ms. CHASE. I don’t agree with Qwest not needing what they were
purchasing.

Ms. DEGETTE. So you don’t agree with what Ms. Wright told you
in her e-mail. In fact, actually, thank you, Edith, the e-mail right
above that from you dated June 25 says “I agree with your com-
ments below.” So you did agree with Ms. Wright.

Ms. CHASE. I agreed that our intention, as I said here, was to
keep you whole, not if you were to change in your network upon
mutual consent that it was our company’s intention to put you in
a position where you’d have to pay more money, but again, I'm not
in the position to make that type of decision. So I did not make a
commitment that we would do something one way or another be-
cause we have certain processes within our company and agree-
ments that need to be made within Qwest that go into the actual
contract itself.
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Ms. DEGETTE. So it’s your testimony that in that deal, both sides
got what they wanted and there was no need to modify it later on?
Is that your testimony today?

Ms. CHASE. It was what was contracted.

Ms. DEGETTE. Thank you, Mr. Chairman. I yield back.

Mr. GREENWOOD. The gentleman from Michigan is recognized for
10 minutes.

Mr. StuPAK. Thank you, Mr. Chairman. Now Mr. Floyd, I want
to pick up a little bit where Mr. Deutsch left off. I'm looking over
on Tab 67 here in your book. And it’s an e-mail here from Susan
Chase and it goes on to say that “the fair market value for the
Japan/U.S. capacity will be from $16 to $20 million although that
cannot be stated.”

Then she goes on to say “the bottom line FLAG is willing to trust
us. It would be great if you could call Ed McCormack and assure
him that we have no trust issues.”

Did Ms. Chase make that statement to you?

Mr. FLoyD. Which statement specifically?

Mr. StUuPAK. That “the bottom line FLAG is willing to trust us.
It would be great if you could call Ed McCormack to assure him
that v&:?e have no trust issues.” Did Ms. Chase make that statement
to you?

Mr. FLoYD. No. I believe she’s talking to Greg Casey.

Mr. STUPAK. Okay. All right. Who’s Ed McCormack then?

Mr. FLoyD. Ed McCormack is FLAG’s COO, Chief Operating Of-
ficer.

Mr. Stupak. Of FLAG?

Mr. FLoyD. Right Mr. STUPAK. Do you know if Greg Casey ever
called him about a trust issue?

Mr. FLoYD. Most definitely. Most definitely. You're asking as far
as this e-mail.

Mr. STUPAK. Sure.

Mr. FLOYD. As far as she say me to call Ed McCormack, what-
ever, I took it out of context.

Mr. StupAK. Okay. Well, what were you looking for in this e-mail
then, on behalf of your client? What was FLAG looking for?

Mr. FLoyD. FLAG was looking for 16 STM-1s on the Pacific.

Mr. STUPAK. And it hadn’t been completed yet, had it?

Mr. FLoYD. The Japan/U.S. system had not been completed. We
were looking for 16 STM-1s on the Pacific, period.

Mr. STUPAK. And the other option would have been to build your
own, correct?

Mr. FLOYD. A little different cost position on that. Billions versus
millions.

Mr. STUPAK. Sure. So it would have been better to deal with
someone like Qwest who had this route.

Mr. FLOYD. At that time looking for a carrier who had capacity
on one of the available systems or one of the new systems, yes.

Mr. StupAK. All right, and in late February or early May, did
you have a meeting in New York with Kym Smiley and several
other representatives of Qwest?

Mr. FLOYD. Yes, we did.

Mr. STuPAK. And was Susan Chase on the phone during the
meeting?
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Mr. FLOYD. At times, yes.

Mr. STuPAK. And did Qwest tell you then that for $20 million
they’d sell you 10 STM on their PC-1, but trade them 6 to 9
months later for 16 STMs on the Japan-U.S. route?

Mr. FLOYD. Yes.

Mr. STtUuPAK. And actually, would you get more later, in other
words, for your money? Would you get more access later on these
lines?

Mr. FLOYD. The 16 later, yes. The market value——

Mr. STUPAK. Was dropping, right?

Mr. FLOoYD. No, no, no. The market value at the time that we
bought them was $20 million for 16.

Mr. STUuPAK. Okay.

Mr. FLOYD. So what we were willing to pay was $20 million for
16 STM-1s.

Mr. STtUuPAK. Did you anticipate getting more later with the
price?

Mr. FLoYD. No.

Mr. STUPAK. No?

Mr. FLOYD. No. 16, that was what we were contracting for.

Mr. StupAK. All right and that’s what you wanted at that time
was 16?

Mr. FLoYD. Exactly.

Mr. STuPAK. Was there an ability to port from one route to an-
other in the contract?

Mr. FLOYD. No, nothing specific in the contract.

Mr. STUPAK. Why wasn’t then that ability to port from one to the
other where Ms. Chase was talking about porting from one point
to the other? Why wasn’t that in the contract?

Mr. FLoYyD. We were trying to put in the contract, actually it
talked about a side agreement and they had asked us we not put
it in writing to do it on trust.

Mr. STUPAK. Who asked you not to put in writing, but put it
based on trust?

Mr. FLOYD. I’'m not sure who it was, but the Qwest team. There
was a lot of negotiations going back and forth with all of us.

Mr. STUPAK. Was this negotiation the meeting in New York we’re
talking about?

Mr. FLoyD. Not that portion of it, no. The oral came in later,
prior to the end of June.

Mr. Stupak. Okay. So you were still willing to pay $20 million
even though the agreement wasn’t going to be in writing, was
based upon this trust agreement?

Mr. FLOYD. Yes, it was by trust.

Mr. StuPAK. All right. Who made the representations to you
about this trust? Here youre going to spend $20 million based
upon trust. Who had made that representation to you?

Mr. FLoyD. We had, in the conversations that we’d had, I've
known the parties for a while. I was willing to do trust, but I
couldn’t commit my company to that as well, that it had to come
from a higher authority per se. And even with the group that I was
dealing with, we were inquiring from a higher authority within
Qwest. And they were the ones that had agreed that trust was in-
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deed how we wanted to proceed with this and we would get the ca-
pacity we were looking for.

Mr. STUPAK. So the final say on the trust deal is between Mr.
McCormack and Greg Casey?

Mr. FLOYD. Yes.

Mr. STUPAK. After this agreement on trust, did you get your PC-
1 that you were looking for?

Mr. FLoyD. No. Still waiting for it to be turned up.

Mr. SturPAK. When did you have this agreement on trust and
you're still waiting for it to be turned on, how much time has
elapsed now?

Mr. FLoyD. July 2001.

Mr. STUPAK. So it’s been 15 months. Have you gone back to
Qwest and tried to get this thing turned on so you can start doing
business?

Mr. FLOYD. Most definitely.

Mr. StuPAK. What happened when you went back to Qwest?

Mr. FLoYD. These were issues on both parts, as far as FLAG
changing some of the endpoints. It was very long and drawn out.
We actually had stopped that PC-1 at one point and asked that
they stop activating that and turn it all over to Japan/U.S. as that
was now in service.

Mr. STUPAK. At any time in these last 15 months did anyone say
well, we understand but now some issues have come up and it’s not
in writing?

Mr. FLOYD. Issues have come up because it wasn’t in writing,
yes.

Mr. STUPAK. So that trust agreement didn’t hold up?

Mr. FLoYD. Exactly.

Mr. STuPAK. Okay. Ms. Smiley, were you involved in these nego-
tiations or side agreement, we’ll say?

Ms. SMILEY. I was involved in parts of the negotiation. I was in
and out of the FLAG deal while I was simultaneously working a
couple other transactions.

Mr. STUPAK. Were you in during this discussion about trust us,
we’ll get this thing turned on for $20 million?

Ms. SMILEY. That’s not my recollection of the events. I recall that
we had specific discussions about FLAG’s desire to have Japan/U.S.
as opposed to PC-1 when it became available. Our lawyer, as well
as our business person, Dan Nimps, was also in the discussions
and our lawyer made it very clear that there was a possibility that
we may not be able to sell Japan/U.S. on an IRU basis. So there-
fore they would not be able to trade out PC-1 for Japan U.S.

Mr. StUuPAK. Did you ever tell Mr. Floyd or anyone else from
FLAG that they misunderstood the verbal agreement that they had
between Qwest and FLAG on this U.S./Japan route?

Ms. SMILEY. I do not believe that there was a verbal agreement
and yes, Mr. Floyd and I have had conversations back—an audit
letter was requested.

Mr. STUPAK. Wait a minute. You didn’t understand there was
this verbal agreement?

Ms. SMILEY. I don’t believe, at least in the conversations I par-
ticipated in, there was not a verbal agreement that would
allow
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Mr. STUPAK. Did you learn there was subsequently a verbal
agreement?

Ms. SMILEY. No. I understand it is FLAG’s position that there
was a verbal agreement. I have no personal knowledge of a verbal
agreement.

Mr. STUPAK. And my question before I interrupted you, did you
ever tell anyone from FLAG or Mr. Floyd that they misunderstood
a verbal agreement?

Ms. SMILEY. Yes, when he was filling out the information for the
audit letter for Arthur Andersen, I told him I disagreed.

Mr. StupPAK. If you didn’t know there was a verbal agreement
how could you tell him there was a misunderstanding about the
verbal agreement?

Ms. SMILEY. Because he told us that his concern was that there
was this oral agreement and that he needed to disclose it on the
audit letter and it was my position that there wasn’t an oral agree-
ment.

Mr. STUPAK. That it was not an oral agreement?

Ms. SMILEY. That it was not an oral agreement.

Mr. StupAK. All right, do you have any personal knowledge of
any oral agreements in your capacity there at Qwest?

Ms. SMILEY. I am not aware of conversations where there—I'm
sorry, where there were oral agreements.

Mr. STUPAK. Someone from FLAG told you about their oral
agreement and you said that didn’t count because you don’t recog-
nize that.

Are there any other oral agreements that you've been made
aware of that you don’t recognize now?

Ms. SMILEY. I have been told that Global Crossing thought we
had an oral agreement.

Mr. StupAK. Okay, FLAG, Global Crossing, anyone else?

Ms. SMILEY. Cable and Wireless.

Mr. StuPAK. Cable and Wireless, anyone else?

Ms. SMILEY. That’s all to my knowledge.

Mr. STUPAK. And only one verbal agreement with each one of
these companies, FLAG, Global Crossing and Cable and Wireless
or were there numerous oral agreements with each one of these?

Ms. SMILEY. I don’t know sir, respectfully, I didn’t participate in
any oral agreements that would vary the contract terms.

Mr. StupPAK. If you didn’t, who did? Aren’t you the chief negoti-
ating person for these agreements?

Ms. SMILEY. I was the negotiator for FLAG and Global Crossing
and Cable and Wireless. Again, I wasn’t involved in every con-
versation for every deal. I did not negotiate every term and condi-
tion of every deal. That just wasn’t humanly possible.

Mr. STUPAK. So as former Director of Strategic Negotiations,
Qwest Communications International, you weren’t aware of these
oral agreements until you were told?

Ms. SMILEY. I was not.

Mr. STUPAK. Ms. Wright, would you agree with that? Were you
aware of these oral agreements?

Ms. WRIGHT. I was aware of an oral agreement, yes, between
Qwest and Global Crossing.

Mr. STUPAK. And how about Cable and Wireless?
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Were you aware of oral agreement there?

Ms. WRIGHT. Global Crossing didn’t have any oral agreement
with C&W. I don’t know about

Mr. STUPAK. I realize that. It’s just the coziness of all of this.

Ms. WRIGHT. I was not aware.

Mr. StupAK. All right. I brought up an e-mail of yours earlier in
my opening statement, so I think it’s only fair you should comment
on it. It’s under Tab 24 and it’s on the bottom of the page where
it says “Robin Wright wrote Susan told me Greg is ready to write
a check for $75 million this quarter for capacity on SAC. What the
hell are we going to buy?“

What kind of response did you get on that? Or what did you buy?

Ms. WRIGHT. I’'m not positive what we did buy in the third quar-
ter of 2001.

Mr. STUPAK. What was your concern here, I guess is what I'm
trying to ask. I'll let you explain it since I've highlighted it in my
statement.

Ms. WRIGHT. My concern was that over time and again, this is
getting into the third quarter where in my view we were having
to dig deeper and deeper to find things to buy.

Mr. STUPAK. Right.

Ms. WRIGHT. And I was concerned that it would be great to have
Qwest buy more capacity. There is no bad sale, but I didn’t know
if we could come up—I knew that they would not do a deal unless
it was reciprocal and I was concerned that we would not be able
to find $75 million worth of things to buy.

Mr. STUuPAK. And that’s to meet your revenue expectations for
the quarter?

Ms. WRIGHT. The $75 million came from Susan, so and I don’t
know where we were at at that point in the quarter.

Mr. StuPAK. Thank you. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes himself for 10 minutes and we're going to back to this tedious
business with you again, Mr. Floyd and I think this demonstrates
the detailed the section that we have to go through to try to under-
stand how these transactions occurred and American investors lost
$54 billion at Global Crossing alone.

Now let’s go back to whether or not you believed that you had
a verbal agreement that FLAG could port its capacity when it was
completed. Did you believe you had that verbal agreement?

Mr. FLOYD. Yes.

Mr;) GREENWOOD. And from whom did you get that verbal agree-
ment?

Mr. FLoyp. Ultimately Greg Casey to Ed McCormack and from
the group that we negotiating the deal.

Mr. GREENWOOD. You used the word ultimately, did you discuss
that with others at Qwest?

Mr. FLOYD. Yes. It would have been Kym, Susan, the negotiating
team.

Mr. GREENWOOD. They told you verbally that you would have
this portability opportunity?

Mr. FLoYD. Collectively, yes; individually, I can’t say which one
spoke the words, but it was a—the two companies were doing a
deal.
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Mr. GREENWOOD. Were you sitting at a table? Were you on the
telephone?

Mr. FLoYD. On the oral side, no. So it had not gotten to that po-
sition at that point as far as

Mr. GREENWOOD. Now you've said that you had an oral agree-
ment. You said that ultimately it came from Mr. Casey, but you
said prior to that it came collectively. Is this something you heard?
These are words spoken into your ear on the telephone?

Mr. FLoYD. The words were spoken in my ear during a meeting
in New York.

Mr. GREENWOOD. Those words were spoken by whom?

Mr. FLoyD. It would have been Susan Moorehead. It would have
been Shawna Lee. Kym was there. Tanna Sumard, the attorney
and Dan Nimps, their revenue analyst.

Mr. GREENWOOD. Is that your recollection, Ms. Smiley, that you
were there?

Ms. SMILEY. Yes sir, I was in New York.

Mr. GREENWOOD. And you were aware that there was a verbal
commitment made at that meeting?

Ms. SMILEY. I dispute the fact that there was a verbal agreement
there. The staff has documents from Mr. Floyd himself which show
that there was a dispute as to whether Qwest can IRU Japan/U.S.
and we made very clear that we may not be able to offer Japan/
U.S. as an IRU and if we could not offer Japan/U.S. as an IRU,
then FLAG would not be able to trade in PC-1 for Japan/U.S.

The upgrade provision in the contract clearly specifies that must
be on similar terms and conditions. And so it was very important
to Qwest that if Qwest could not offer Japan/U.S. as an IRU, that
FLAG could not sell back PC-1 and trade in for Japan/U.S. and
that was a point of discussion in New York. We were very clear.
We did not know whether we’d be able to sell it as an IRU. There
are documents the staff has that reflects that and to date Qwest
has not been able to sell Japan/U.S. as an IRU.

Mr. GREENWOOD. Okay, Ms. Chase, do you still have Tab 67 in
front of you? Do you have it?

Ms. CHASE. Yes, I do.

Mr. GREENWOOD. It says, “for Qwest to start recognizing revenue
on the $20 million IRU, we are planning to sell FLAG 10 STM-1s
on PC-1. FLAG will then port over to 16 STM-1s on Japan/U.S.
within 2 or 3 months once Japan/U.S. is turned up. Qwest does not
have an issue with this. Bottom line is FLAG is willing to trust
us.”

Would you interpret that for us?

Ms. CHASE. Sure. We were still in the process of negotiating our
arrangement. Initially, FLAG had intended to lease these services,
however, we were unable to do that, so we found a way in which
we could sell the PC-1 capacity as an IRU. They prefer to be on
Japan/U.S., so we tried to find a way upon which we could poten-
tially get them to Japan/U.S. so we looked at an option that would
be, if upon mutual consent, we would allow them to use the lan-
guage in the agreement to go to Japan/U.S. which is where they
ultimately wanted to be in the end and I was stuck and sent a note
to Greg to see if he could have a discussion with Mr. McCormack
about what they wanted to do——
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Mr. GREENWOOD. When you said, “bottom line is FLAG is willing
to trust us,” what does that mean?

Ms. CHASE. FLAG believed that Japan/U.S. would be able to be-
come an IRU. They believed it to the extent that they, FLAG, sent
us a note stating that they would help us figure out how we could
make Japan/U.S. as an IRU because of the fact that we didn’t
agree that we could ever sell Japan/U.S. as an IRU. So I was stuck,
didn’t know how we would be pursuing this and basically escalated
it to my senior vice president and then ultimately to Greg who’s
our executive vice president that talked to Ed about what they
wanted to do. That’s the point. I didn’t guarantee, we didn’t give
them a verbal commitment that we would do anything one way or
the other. We hadn’t even gotten to the agreements yet, but wanted
to give Greg an opportunity to talk to Ed McCormack and send
them this note because this is where we were in the transaction.

Mr. GREENWOOD. Let me turn to Ms. Smiley. Do you believe
there was an implicit understanding in all negotiations that FLAG
would be allowed to port based on the past practice and business
relationships?

Ms. SMILEY. That’s hard to answer because I know that in the
negotiations I participated in, there was not an express hey, don’t
worry about mutual consent. That was never an issue. It was like
we need to have mutual consent. This is the language we required.

None of us had any reasonable expectation that we wouldn’t give
our reasonable consent, so if by that you mean implicit, then yes.
Because sitting here today and sitting there when we negotiated
those transactions, we had no reason to believe that we would not
give them mutual consent. So in my opinion, I don’t understand
why people are saying there’s this side deal because I didn’t see a
need for a side deal. You've got this language that says upon mu-
tual consent. You've got parties that work together and there was
no reasonable basis to believe that we wouldn’t give mutual con-
sent.

Mr. GREENWOOD. Did you tell FLAG that you would port or did
you explain that you might not?

Ms. SMILEY. We explained that the contract terms of the con-
tract, there are certain requirements that you have to meet in
order to exchange capacity and that’s, those are the discussions
that I had. Ms. Chase wasn’t in New York with us when Tanna
Samard, our lawyer, made very clear that there was a possibility
that we could sell Japan/U.S. on an IRU basis. And so she wasn’t
there when we said we can’t sell this.

Mr. GREENWOOD. Let me turn to Mr. Floyd. FLAG received an
audit letter from Andersen, asking FLAG to set forth all agree-
ments between the companies including all side letters and verbal
assurances.

If you turn to Tab 69, you raise the auditor’s letter to both Kym
Smiley and Susan Chase. And you ask that an accounting person
be on the call because the audit letter, “may have a direct impact
on your previous quarters’ revenue recognition.”

What did you mean by that?

Mr. FLOYD. The oral agreement was unusual and the fact that
we were getting 10 STM-1s today, we’d bought 16. It was going to
be a delivery of 10 and 6, for a total of 16. There was an issue. I
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don’t know what it was. The idea was as a courtesy, we do have
this letter. We do have to fill it out and be honest with it as far
as exactly what the deal was and we are going to disclose it.

Mr. GREENWOOD. Ms. Smiley and Ms. Chase, what did you un-
derstand these comments to mean?

Ms. CHASE. Which page are we referencing?

Mr. GREENWOOD. This is Tab 69?7

Ms. SMILEY. It’s my understanding that Shawna Lee had a con-
versation with Ken Floyd after which she sent us an e-mail that
explained Ken’s concern and Mr. Floyd’s concern was about this al-
leged oral representation that we would trade out PC-1 capacity for
Japan/U.S. And that’s my understanding of what his concern was.

Mr. GREENWOOD. Turn to Tab 70. There’s an e-mail sent to you,
Ms. Smiley, and copied to Ms. Chase. It raises several questions,
concerns and questions regarding FLAG and their response to the
audit letter. It says, this is to you from Shawna Lee. It says, “I
spoke with Ken Floyd this evening regarding an audit letter from
Arthur Andersen. Concern, possible exposure on both parties based
on ’verbal/oral agreements’. Question: how should FLAG handle re-
sponding to the requests to list the verbal oral agreements between
the companies?”

What’s your interpretation of that?

Ms. SMILEY. It’'s my understanding that Shawna Lee is recapping
the issues that she discovered from Ken Floyd and this is her re-
peating what Ken Floyd’s concerns were. That’s my understanding.

Mr. GREENWOOD. What do you think “possible exposure on both
parties” means? What kind of exposure?

Ms. SMILEY. I would have to assume revenue recognition issues,
but that’s just my assumption.

Mr. GREENWOOD. If there was no oral agreement, then why was
the concern expressed?

Ms. SMILEY. Again, you’d have to ask Shawna Lee, but I believe
that she is repeating what he said and she’s not talking on behalf
of Qwest.

Mr. GREENWOOD. Mr. Floyd, will you turn to Tab 73, please?

It’s the audit letter and it says, “for the contract dated 27 June
2001, there is a verbal agreement and that Qwest will convert the
capacity purchased into 16 STM-1s on the Japan/U.S. cable system
when available.”

Can you explain that?

Mr. FLoyD. This is for point 2?

Mr. GREENWOOD. Yes.

Mr. FLOYD. Yes. The verbal agreement, I guess I'll start from the
beginning. The value for an STM-16 in June was $20 million and
that’s what we wanted in the end. So the deal was such that Qwest
could not give us 16 at that point in time. We only could give you
10, but we will give you the extra 6 later and that was from an
accounting issue that they had with the value of the PC-1 capacity
that they had in inventory at the time. FLAG agreed to take the
6 later and Japan/U.S. because the cost position was better on that
system. And what this is saying and outlining very short term is
that the verbal agreement with the contract was that we would be
able to get 16 STM-1s on Japan/U.S. when it was available.
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It’s a system, the Japan/U.S. system was being built. It had been
delayed. We weren’t sure when it was going to be in place. There
was also a stipulation on the owners of that cable system that they
could not resell it to others until I think it was 75 or 80 percent
of the system had been sold. So that’s the question mark as far as
when it was. Since then, we have bought IRUs on Japan/U.S. from
other carriers because we needed to have that specific capacity and
we couldn’t wait any longer for it to be delivered.

Mr. GREENWOOD. I suspect that anyone watching this hearing at
home on C-SPAN has long ago gone to a soap opera because this
is so tedious, but the bottom line of this hearing all day long has
been that this committee has serious concerns about the fact that
the telecommunications companies in question were conducting
transactions fundamentally, fundamentally in order to meet rev-
enue numbers and that all of the rest of this and that those rev-
enue numbers were being pursued to keep the stock price from in-
flating and that that information deceived the investors into believ-
ing that the companies had more real revenues based on real legiti-
mate business practices than they actually had and that’s why a
lot of people kept throwing their money at these companies and
that’s how they lost it all.

Now I just want to ask each of you, as I conclude my questions
for the day, did this occur to you at any time during any of these
transactions, were you—did it not occur to you that the tortuous
ways in which these transactions were construction were, in fact,
having the effect of falsifying the image of your companies that was
presented to the investors?

Mr. Floyd?

Mr. FrLoyp. If I look back at the small slices of reciprocal trans-
actions that I did, it was one of those where FLAG was identifying
a need first and then find another company out there that could
actually come back and purchase something in return to offset the
cash outlay and if it works, it works out great. For a small com-
pany like ours, just getting started, that’s a nice way of doing it.

You look back now, I guess 2 years later, 3 years later, you can
say the impact was steamrolling, not just Qwest and Global Cross-
ing, I think it was the industry as a whole, and our expectations
that industry as well. I think that’s the part that failed.

Mr. GREENWOOD. Ms. Smiley?

Ms. SMILEY. With regard to the purchases that Qwest made, it
was always my understanding that there were business cases for
those. I wasn’t personally responsible for those and it’s just, I was
told that we needed that capacity and my role was just negotiating
the contract for the terms.

Mr. GREENWOOD. And in retrospect, what is your view?

Ms. SMILEY. In retrospect, it’s really hard to say because I have
been told that Qwest this desire to be a global player, that we
wanted to be in Latin America, that we wanted to be in Asia, that
we wanted to be in Europe. And so based on those representations
the business case for these assets makes sense to me.

Mr. GREENWOOD. Still does?

Ms. SMILEY. It still does, but I have heard different things on
well, is the market supporting this now? The market has com-
pletely changed. I'm not a financial person. I'm not a person that
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can look at it and say we need this. I'm not a network person. All
I know is that I was told there were needs for this capacity and
here’s the deal you need to negotiate and this is the deal you need
to close.

On our cell side, I do know that the contracts were drafted so
that we could get up front revenue recognition. I don’t think that
was a secret and I didn’t think there was anything wrong with
that. I was told if you followed these rules, you get up front rev-
enue recognition treatment and the deals were structured that way
because Qwest intended to book the revenue. I didn’t have any-
thing to do with what deals were booked in what quarter and how
they’re treated. That wasn’t my role. My role was simply to nego-
tiate the contract and then provide it to the other departments for
approval and treatment.

Mr. GREENWOOD. Ms. Chase?

Ms. CHASE. I believe that the agreements that I was personally
involved with were exciting to the point that we had an oppor-
tunity to be in other parts of the world. I think being a global pro-
vider is important and I was excited about being able to enter into
new business relationships so I looked at the positive side and view
that most of the transactions were very good transactions.

Mr. GREENWOOD. Ms. Wright?

Ms. WRIGHT. I believe the deals that we did with Qwest in the
third quarter of 2000, the third quarter of 2000, the fourth quarter
of 2000 and the first quarter of 2001 were good, sound deals based
on customer requirements. And certainly some proactive buying for
what we thought—where we thought the market was going.

In all honesty, I thought that as we went further we were getting
more and more desperate to do the deals and I think in retrospect
the people who thought these should be more conservative about
buying were probably right. Having said that, however, I also won-
der if the whole, the collapse of the whole market sort of—excuse
me, is a bigger issue and I'm not sure anything would have over-
come that.

Mr. GREENWOOD. How about the second quarter?

Ms. WRIGHT. The second quarter I didn’t feel as good about.

Mr. GREENWOOD. Ms. Armstrong—well, why didn’t you feel as
good about it?

Ms. WRIGHT. I felt like we were pushing to buy capacity—I look
at sort of a continuum of here’s a firm customer requirement on
one side and on the other side a future, almost speculation. We
were moving down that continuum in the second quarter.

Mr. GREENWOOD. Sometimes I'm not sure anybody is still getting
this. From the point of view of the investor, if your loved ones were
investing in the company at this period of time would you have
said yeah, keep investing and you wouldn’t want to tell them, by
the way, we're so desperate to meet our numbers that we’re doing
all these crazy swap deals, you would say it’s still a good invest-
ment?

Ms. WRIGHT. I can tell you for myself, I lost a great deal of
money on the stock. I thought the end of the first quarter I exer-
cised my options because I was feeling so bullish about Global
Crossing, so the situation changed drastically in 2001 and would I
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have recommended it? Probably not in the second quarter, but it
was not my call.

Mr. GREENWOOD. Right, but everyone else is recommending.

Ms. Armstrong?

Ms. ARMSTRONG. I don’t think I'm really qualified to say whether
the business decisions that were made were the right ones which
was really the question I think you’re asking. I think it’s clear
there were differing opinions within the company as to whether or
not we should be doing these deals. But as far as transactions
being a sham, I certainly—we worked very hard on these trans-
actions. There was a lot to negotiate. I certainly didn’t think the
transactions were a sham. I don’t think Robin did and I don’t think
Kym and Susan did. We were the ones who were sitting there until
late in the night negotiating these deals and negotiating them hard
on things like price as well as the legal terms because they were,
as far as we were concerned, genuine deals.

I wouldn’t have wasted my time if I didn’t think they were.

Mr. GREENWOOD. Okay. Mr. Deutsch for 10 minutes.

Mr. DEUTSCH. Thank you, Mr. Chairman. Ms. Wright, what hap-
pened with FLAG is very similar to your experience with Qwest in
2001. Is that correct?

Ms. WRIGHT. That’s correct.

Mr. DEUTSCH. You thought you had a deal in the first quarter
that allowed Global to trade in its capacity at a later date. Is that
correct?

Ms. WRIGHT. We thought we had a deal with Qwest that allowed
us to trade in the capacity and trade it in at the price at which
we purchased it.

Mr. DEUTSCH. If you can refer to Tab 49. In a March 28, 2001
e-mail from Susan Chase to Roger Hogan which states in part
“that Global Crossing is buying $60 million in U.S. Waves service
with portability with additional $45 million for European service
with the ability to port to dark fiber,” what was your under-
standing of the deal you had?

Ms. WRIGHT. I'm sure—we could hear the page number?

Mr. DEUTSCH. Tab 49 where Global Crossing is buying $60 mil-
lion in U.S. Waves services with portability with an additional $45
million for European service with the ability to port to dark fiber.
What was your understanding of the deal that you had?

Ms. WRIGHT. We had the ability to trade in that capacity for
dark fiber. Actually my understanding was that anything that was
purchased during that quarter was completely portable to any
other service.

Mr. DEUTSCH. Ms. Chase, you wrote this e-mail and sent it to 16
people at Qwest including Matthew Scott, your Director of Finance.
Did anyone object to your understanding as stated here?

Ms. CHASE. To which?

Mr. DEUTSCH. The portability issue.

Ms. CHASE. Portability. On what Qwest is buying or what we are
selling?

Mr. DEUTSCH. What Qwest is buying and what you're selling.

Ms. CHASE. What we’re selling. Our standard language has al-
ways been upon mutual consent, so the group of people that the
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note was sent to was to show the company where we were in the
negotiations.

Mr. DEUTSCH. Let me just ask the question again, did anyone ob-
ject to this to the way it’s written?

Ms. CHASE. Object to it? It was just—we just continued on the
negotiations. We just kept going. It was going toward agreement.

Mr. DEUTSCH. I mean there’s nothing in the e-mail about mutual
consent.

I mean you're representing to us that there’s mutual consent, but
there’s nothing about mutual consent in the e-mail.

Ms. CHASE. It’s in the agreement.

Mr. DEUTSCH. Ms. Wright, what was your understanding?

Ms. WRIGHT. My understanding, now I don’t know the specific
timeframe here because the situation was fluid during the last
week and the issue of mutual consent came up at the last possible
minute, so I don’t know if they had introduced that concept at that
time, but at the beginning of the negotiations it was clear that we
had complete and total portability.

Mr. DEUTSCH. What about at the end?

Ms. WRIGHT. At the end of the negotiations, we had I believe we
had the language mutual consent while acting in good faith and we
had again the oral assurance that they would honor that commit-
ment.

Ms. DEGETTE. Will the gentleman yield?

Mr. DEUTSCH. Yes.

Ms. DEGETTE. Ms. Wright, would you have entered into these
a%ree{)nents without the oral understandings that you just talked
about?

Ms. WRIGHT. No, I would not have and I was not authorized to
approve this, so I went to David Walsh, explained the situation and
told him that I felt like we had a long lasting relationship with
Qwest and that they had ever intent to honor the portability.

Ms. DEGETTE. It wouldn’t have made business sense for you to
enter into these agreements without the side or oral agreements,
would it have?

Ms. WRIGHT. Probably not.

Ms. DEGETTE. Thank you. I yield back. Thank you.

Mr. DEUTSCH. Ms. Armstrong, is it true that Global Crossing
would sometimes take assets it didn’t want so that Qwest could
just recognize revenue?

Ms. ARMSTRONG. I don’t really know the answer to that question.

Mr. DEUTSCH. If we look at Tab 54 which is a June 24, 2001 e-
mail from you to Ms. Wright, Ms. Smiley and others at Qwest, you
say that that and I'm quoting, “we are only acting in the capacity
we are buying by 30th of June because this is Qwest’s requirement.
It would be unreasonable that in say 6 months’ time when we acti-
vate what we actually need we suffer because of a falling price.”

Ms. ARMSTRONG. Yes, this goes back to the portability issue. We
intended that what we bought we would exchange for capacity
under this portability assurance in the future and my concern here
was at what price would that capacity be exchanged.

Mr. DEUTSCH. The next day, Ms. Wright, you sent an e-mail stat-
ing that “in our deals with Qwest any capacity to dark stock fiber
that we may buy from them was to be activated in order for them



98

to get revenue recognition since many cases we buy a bucket of
services, they just activate what they and we, in turn, have the
right to port that what we want once we decided what we want.”
We have copies, obviously, this is at Tab 55. Is that a correct un-
derstanding of your past deals with Qwest?

Ms. WRIGHT. That’s correct.

Mr. DEUTSCH. But in June, Qwest accountants were insisting
these later tradeoffs be at fair market value which could result in
losing money in the market when prices are falling and at that
point is that correct?

Ms. WRIGHT. That’s correct, toward the end of the negotiations,
they said that they were required to change the language and have
it at fair market value rather than purchase price.

I had a severe objection to that because it was a change in the
deal structure and subsequent to that I let Susan know that as far
as I was concerned that was a deal stopper and we went a couple
of different routes at this point. Jackie and Kym, I believe, nego-
tiated the language that would change our contract to be fair mar-
ket value to mirror their contract so the risk would be equal and
let me just, if I could, take a second just to frame out what that
risk would be. If you have a circuit that you bought for $1 million
from New York to Los Angeles and let’s say that we activated or
they activated that circuit for us to be able to, according to their
revenue recognition rules, where we wanted New York to San
Francisco. If that price fell 10 percent then we were going to take
that hit. However, mitigating that is typically if that one is going
to fall 10 percent so is the other one. So I didn’t feel there was a
huge risk, however, I didn’t feel comfortable in pursuing it, so I
talked it over with my boss, David Walsh, and Susan suggested
that Greg Casey give David Walsh a call so that they could have
this gentleman’s agreement on the pricing because Susan had told
us that that was their intent, to make us whole.

Mr. DEUTSCH. And again, about this so-called gentleman’s agree-
ment, what was that price the gentleman’s agreement would be at?

Ms. WRIGHT. In the contract, I believe, were some negotiated
prices, so we had agreed on the $1 million or whatever.

Mr. DEUTSCH. The initial purchase price?

Ms. WRIGHT. I believe the contract did have some purchase
prices in it.

Mr. DEUTSCH. Ms. Chase, would you agree with what Ms. Wright
has just described?

Ms. CHASE. I agree that we had issues between the fair market
value and purchase price. I wasn’t exactly—didn’t remember how
we resolved that particular issue. I believe that I personally didn’t
guarantee that we would provide portability, but I had no reason
to believe that our company would ever deny it because at that pe-
riod of time I hadn’t been involved in a transaction whereby we did
deny it.

Mr. DEUTSCH. Let me ask just one last question to Ms. Chase
and Ms. Smiley. I want to refer you to Tab 62 which is an e-mail
dated September 19, 2001 from Matthew Scott to you and several
other people. It refers to an effort by Global Crossing to trade in
some capacity bought in the second quarter. After meeting with Ar-
thur Andersen and Ms. Szeliga, Mr. Scott reports to you that “this
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cannot be done with seriously jeopardizing all future IRU revenue
recognition. All of this implied that it’s a service and not an asset.
This means we do not complete the earning process with the origi-
nal sale and should not have booked any revenues. That pertains
to all future IRU sales as they will never know if the earning proc-
ess has been completed.” Was this the first time you had heard this
position?

Ms. SMILEY. I'm sorry, could you help us find this. I can’t find
where you're reading from.

Mr. DEUTSCH. I believe it’s 62.

Ms. CHASE. 62? It’s not 62.

Mr. DEUTSCH. It’s 62.

Ms. SMILEY. What page?

Mr. DEUTSCH. Let me just check. Second page. “Met with Robin
Szeliga.” On top of page 2.

Ms. CHASE. I've never seen this before.

Mr. DEUTSCH. On the bottom of page 1 going up to page 2. Top
of page 2, bottom of page 1.

Ms. SMILEY. Could you please repeat your question?

Mr. DEUTSCH. My question is this position is that there’s obvi-
ously a question how they're treating the IRU sales, that it’s no
longer a—it’s a service, not an asset and you would deal with it dif-
ferently from an accounting perspective.

Was this the first time that you’ve heard this position? Was this
irrelevant to how you were treating it?

Ms. SMILEY. I guess I really don’t understand your question. I
think what he’s explaining here is that you’ve got your inventory
and these are the different things that you have to have with re-
gard to buy-backs and these are the issues that they've identified
with regard to buy-backs. And they’re saying that any sales of
P’Il‘&E should be structured as an operating lease and not an asset
sale.

So I apologize, I just don’t understand your question.

Mr. DEUTSCH. You don’t think this is a change in position in
terms of how they’re treating the sale, the contracts?

Ms. SMILEY. This is concerning a buy-back of capacity of original
capacity that we sold. We are requesting on, I believe, Global
Crossing’s behalf to repurchase some of the capacity pursuant to
the terms of the original contract and I believe here what Matthew
Scott is saying is there’s some issues with that. I don’t know, I
know we had changes in accounting at different points in time. I
don’t know whether this is a new change or if this just tightening
up of existing procedures, so again, I just don’t really know how to
answer your question.

Mr. DEUTSCH. But you’re negotiating contracts without knowing
how they’re treating this capacity?

Ms. SMILEY. How Qwest chooses to account for it is not my issue.
I take what the sales team tells me and they say we want you to
negotiate a contract for the purchase of X capacity, say for exam-
ple, PC-1 from Global Crossing and then the sale of domestic ca-
pacity. We negotiate those. There are a whole team of people, price
and upper management, legal. If there are issues that we believe
may raise accounting issues, we’ll send those to the accountants
and ask their advice on it. After the deal is signed, the contracts
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are turned over to accounting and they make the call as to how it’s
treated.

The intent is when we sell IRUs to work within the parameters
so they can be booked up front. Are they always booked up front?
I don’t know the answer to that.

Mr. DEUTSCH. On No. 2 on top of the second page of this tab,
“the buy-back of assets tolled just after the last quarter.” I mean
it seems as if he’s saying you can’t use that, you can’t use that if
the buy-back is after the last quarter or can you?

I mean that would seem as if it would affect how you're selling.

Ms. SMILEY. I'm sorry, I'm just not getting what you’re asking.

Mr. DEUTSCH. All of this implies that the service is not an asset,
that it has no relevance to your sale and that this means that we
did not complete the earnings process with the original sale and
should not have been booked and should not have booked any reve-
nues. I mean that means you're booking any revenues if you're
going to get it done in that quarter.

Ms. SMILEY. It’s my understanding there are a number of condi-
tions that have to take place in order for Qwest to book the rev-
enue up front. I'm not an accountant. I don’t know the exhaustive
list. During negotiations, I learned a few things such as it does
need to be activated before the end of the quarter. There needs to
be partial patient, those sorts of things. There needs to be a clearly
identifiable asset and I do know that there’s a distinction between
a service and an asset.

Mr. DEUTSCH. Would you be spending your time though negoti-
ating contracts that don’t book revenue?

Ms. SMILEY. I'm sorry?

Mr. DEuUTSCH. Would you be spending your time negotiating con-
tracts that don’t book revenue?

Ms. SMILEY. Yes. I've negotiated a number of contracts that book
over the life of the contract. That’s the distinction. It’s either up
front revenue recognition in the particular quarter that the trans-
action occurs or it’s over the life of the contract and I have nego-
tiated numerous contracts that have revenue booked over the life
of the contract rather than up front revenue.

Mr. DEUTSCH. Would that include an IRU contract?

Ms. SMILEY. I don’t know if any of the IRUs that I have worked
on were given the recurring revenue treatment versus the up-front.
I know that there was a capital lease that I understand that we
sold, I believe to Global Crossing and we sold a capital lease one
quarter and I believe that was treated as recurring revenue, but
again, I'm not involved with that. I don’t know precisely what they
do with the contracts after they're negotiated and how they treat
them.

Mr. DEuTSCH. Ms. Chase, do you want to respond at all to this
issue?

Ms. CHASE. I have no comment. Sorry.

Mr. GREENWOOD. Ms. DeGette?

Ms. DEGETTE. Thank you, Mr. Chairman. Let me ask you, Ms.
Smiley, when you negotiated all of these deals, who was your supe-
rior and did you take—what was your requirement of clearing
these deals through someone?



101

Ms. SMILEY. First, let me make very clear I didn’t have any ap-
proval authority for any term or condition on these deals.

Ms. DEGETTE. So who approved these deals?

Ms. SMILEY. Our price and upper management group.

Ms. DEGETTE. Who was in charge of that?

Ms. SMILEY. It varied on different deals. Dan Nimps was on some
of the deals. Martha Pye was on some of the deals. Roger Hoaglund
was their superior and he was involved in certain aspects of the
transactions, but pricing and upper management had ultimate au-
thority and approval on all the deal terms, not me. I was just a
mouth piece

Ms. DEGETTE. So you presented them with all the terms and con-
ditions?

Ms. SMILEY. They participated in the negotiations. We worked as
a team.

Ms. DEGETTE. Mr. Chairman, I'd ask if this witness could sup-
plement her answer today in writing, specifying, because I think
this will really help us in our investigation, specifying exactly who
approved of all of these deals, particularly the deals with Global
Crossing and also the deals with FLAG.

Mr. GREENWOOD. Will you do that, Ms. Smiley?

Ms. SMILEY. We could, but just to let you know the staff does
have sign-off sheets as part of document production which have
line items that show that network planning, if someone signs off
on behalf of that, someone signs off on behalf of legal. Someone
signs off on behalf of price and upper management and the staff
has those.

Mr. GREENWOOD. For how long has that been the case, if the
gentlelady will yield?

Ms. SMILEY. I believe, I don’t know whether it was 2000 or 2001
that that took place. Prior to that, if the request is to go back and
look at the deals and figure out who was involved, assuming coun-
sel has no issue with that, I'm fine.

Mr. GREENWOOD. I would suggest that staff prepare questions of
that nature in writing and present them to Ms. Smiley.

Ms. DEGETTE. That would be great, Mr. Chairman, and T'll tell
you why I can’t rely just on the sheets that were produced because
I don’t personally have all of the documents. Committee staff has
that, so we’ll go through it. We'll ask committee staff to prepare
questions and I would ask that the answers be supplemented
maybe within 10 days after the questions go out, seeing as this is
an on-going investigation.

Ms. SMILEY. I’d be more than happy to cooperate.

Mr. GREENWOOD. Thank you, Ms. Smiley.

Ms. DEGETTE. I want to ask you a question, Mr. Floyd, Qwest
sold PC-1 capacity to FLAG for $19,921,767. Is that accurate?

Mr. FLoyD. I was calling it $20 million. I'm not sure what the
rest of it is.

Ms. DEGETTE. We've had so many accountants in here rounding
around, I thought I might be specific for one moment, but roughly
$20 million?

Mr. FLOYD. Yes.

Ms. DEGETTE. And let me ask you, did that capacity, did that
ever get delivered to FLAG?
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Mr. FLOYD. Not as of yet, no.

Ms. DEGETTE. Now, Ms. Smiley, I guess it would be Ms. Smiley,
in documents that have been provided to us by your attorneys, it
indicates that roughly $20 million was recognized by Qwest that
very quarter.

Let me ask you, how often did Qwest do deals where it recog-
nized revenue, but never actually delivered the capacity?

Ms. SMILEY. It’'s my understanding that the capacity was deliv-
ered, that we had acceptance letters signed by FLAG, so it’s my un-
derstanding that the capacity was delivered.

Ms. DEGETTE. Is that accurate, Mr. Floyd? Do you have accept-
ance letters signed that you did, in fact, receive the capacity?

Mr. FLOYD. Yes, we did.

Ms. DEGETTE. But you never got the capacity?

Mr. FLOYD. It was helping Qwest as far as through their internal
processes. We did not mind signing an activation letter. The under-
standing is that we’re going to get it turned on.

Ms. DEGETTE. But has it been turned on?

Mr. FLoYD. No.

Ms. DEGETTE. Who signed that letter?

Mr. FLoyD. It may have been something in the provision. I do
not know. I do not know who that would be.

Ms. DEGETTE. So what you’re saying is someone at FLAG signed
an activation letter in order to help Qwest. Qwest booked the rev-
enue, but you guys never got the capacity?

Mr. FLoYD. We're waiting on the local loop at this point. It’s not
as urgent. Our immediate requirement to get trans-Pacific capac-
ity, we went out and bought an IRU from somebody else just to—
we had some World Cup transmission we wanted to get going and
the World Cup wasn’t going to wait for us.

Ms. DEGETTE. When did you give Qwest the $20 million?

Mr. FLOYD. We gave them $15 million at the time of—right after
signature.

Ms. DEGETTE. When was that?

Mr. FLOYD. June 2001.

Ms. DEGETTE. But you didn’t have any of the capacity turned on
as June 2001?

Mr. FLOYD. Right.

Ms. DEGETTE. And you don’t have it turned on today, but you
signed the activation letter?

Mr. FLoYD. We're still trying to work with them.

Ms. DEGETTE. Who asked you to sign the activation letter?

Mr. FLOYD. It would have been the team, the negotiations team.

Ms. DEGETTE. Any particular person?

Mr. FLOYD. I'm not sure.

Ms. DEGETTE. You don’t remember. Have you done any other
deals like this with anyone else where you give some $20 million
for something, but you don’t actually get it?

Mr. FLOYD. No, I can’t say that we’ve done that one yet.

Ms. DEGETTE. Ms. Chase, did you negotiate that deal?

Ms. CHASE. I was involved, yes.

Ms. DEGETTE. You need to pull the microphone closer.

Ms. CHASE. Yes, I was involved.

Ms. DEGETTE. Did you ask for the activation letter from FLAG?
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Ms. CHASE. I actually believe that we delivered the capacity be-
tween the points in which we were asked to deliver it, but if I can
recall correctly that requirement changed and they wanted the ca-
pacity to go to another cable station on another side.

Ms. DEGETTE. Is that accurate, Mr. Floyd?

Mr. FLOYD. Whether it was activated, I'm not sure. Susan is very
correct in that we decided to change the activation point. That’s
when we had the problem with that one and then we said just give
us the Japan/U.S. and it kind of snowballed from there, said okay,
stop just go back, give us the PC-1 and we'’re just, I think we’re
in the process of finalizing that right now.

Ms. DEGETTE. Let me ask you, Ms. Wright——

Mr. GREENWOOD. Would the gentlelady yield for just a moment?

Ms. DEGETTE. I'd be happy to yield.

Mr. GREENWOOD. I'm looking at a document, Mr. Floyd, about
this transaction, this FLAG Telecom, Japan Ltd., FLAG Telecom
Network, U.S.A., Ltd., FLAG. There’s a letter of agreement, 6/27/
01 and the contract amount was $20 million and I think you said
that you paid $15 million for it?

Mr. FLoOYD. The payment process was $15 million on activation
and $5 million after 1 year.

Mr. GREENWOOD. And I understand that Qwest for the $20 mil-
lion recognized revenue of almost the full $20 million, $19,921,767.

Can you explain that?

Mr. FLoYD. I don’t know how they worked that piece of it.

Mr. GREENWOOD. How about Ms. Smiley or Ms. Chase, can you
explain how, if you received $15 million you would have recognized
revenue of $19.9 million?

Ms. SMILEY. Again, I don’t have anything to do with what
amounts in the contracts we recognized.

Mr. GREENWOOD. Ms. Chase, can you shed any light on that?

Ms. CHASE. I cannot.

Mr. GREENWOOD. I thank the gentlelady for yielding.

Ms. DEGETTE. Thank you. Ms. Wright, if you could turn to Ex-
hibit 55 in the notebook. This is a memo from you to a number of
people and what it says is “in our deals with Qwest in a capacity
dark fiber that we buy from them has to be activated in order for
them to get revenue recognition since in many cases we buy a
bucket of services. They just activate what they can and we have
the right to port it, what we want once we decide what we want.
We've always agreed that the value is what we paid for, not fair
market value” and then it goes.

Now the truth is this is pretty much a summary of the deals that
you guys negotiated with Qwest, isn’t it?

This is how the deals were structured, right?

Ms. WRIGHT. I would say that’s accurate.

Ms. DEGETTE. And my question is why would you contract with
somebody for something that you didn’t already have? What was
the business reason to do that?

Ms. WRIGHT. Why would we contract?

Ms. DEGETTE. Why would you make a contract with Qwest for
something that’s not specified? In other words for an undefined
port for something that’s unspecified?
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Ms. WRIGHT. What we try to do is for the things that we do know
that we absolutely have an urgent need for, we specify those in the
contract. The rest, we wait until we get information from customers
to determine what the end points might be.

Ms. DEGETTE. In fact, you did the deals, you structured the deals
the way you did because of Qwest’s revenue recognition that the
revenue had to be recognized by the end of the quarter, right?
That’s what you also say in this memo.

Ms. WRIGHT. We structured the deal to accommodate what they
told us was revenue recognition issues, yes.

Ms. DEGETTE. And would there have been any reason for you to
structure deals the way you did other than Qwest revenue recogni-
tion rules?

Ms. WRIGHT. Well, there are a lot of different reasons to struc-
ture the deals in certain ways. I'm not sure if I understand your
question.

Ms. DEGETTE. Well, I think you said it yourself in many of your
memos that we've been talking about today where you’re negoti-
ating deals with Qwest and you are buying things that you don’t
need or want. You say that in your memos, right, some of your
memos?

Ms. WRIGHT. As we went on in time, that was my position, yes.

Ms. DEGETTE. What would the business reason for that, to do
that be without portability?

Ms. WRIGHT. Without portability?

Ms. DEGETTE. Why would you structure deals without port-
ability? What would the business reason for that be?

Ms. WRIGHT. We would not structure a deal without portability.

Ms. DEGETTE. But you did structure deals like that, didn’t you?
No.

Let me try to back up and restate my question. The deals you
structured, as you increasingly went along with Qwest, the deals
that you structured, why would you do that if they didn’t have any-
thing to give to you in return at that time, as you said in your
memos?

Ms. WRIGHT. Sometimes, it depended on what the circumstance
was. Sometimes if it was a dark fiber, it takes a while to activate
that and we were doing deals the last few days of the quarter.
There was no way you could activate dark fiber, so we took—in es-
sence, we bought a gift certificate.

Ms. DEGETTE. And that was no problem with your accounting be-
cause you guys were amortizing the revenue over the life of the
contract, right? So you could buy dark fiber just fine.

Ms. WRIGHT. I'm not an accountant, but I didn’t know there were
any issues. You're right.

Ms. DEGETTE. But even Qwest admitted to you during these ne-
gotiations that they were forcing you to say that you took things
that you didn’t really want, right? I mean you took routes, you took
all kinds of things that you really didn’t need on the assumption
that you could then later change those agreements?

Ms. WRIGHT. That’s true.

Ms. DEGETTE. So without that side agreement, you would have
never made the agreement in the first place, right? It wouldn’t
have made business sense for you.
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Ms. WRIGHT. Without the side letter on portability, you're cor-
rect, it would not have made business sense.

Ms. DEGETTE. Right. And some of the agreements were not in
writing, they were oral, correct?

Ms. WRIGHT. The only oral agreement that we had was relative
to the fair market value versus the purchase price.

Ms. DEGETTE. And would it have made sense for you to do the
deal without that side oral agreement?

Ms. WRIGHT. That one actually, the risk was not too great be-
cause of what I explained in terms of the drop in prices, so obvi-
ously we wanted the purchase price honored, but we settled for the
oral agreement.

Ms. DEGETTE. Okay, thank you. I have no further questions.

Mr. GREENWOOD. The Chair thanks the gentlelady. The Chair
thanks each of our witnesses. We know this has been a long and
tedious day for you and one you’ve not looked forward to, but
you’ve all acquitted yourself well and we appreciate your coopera-
tion.

This hearing is now adjourned.

[Whereupon, at 3:50 p.m., the hearing was adjourned.]

[Additional material submitted for the record follow:]
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Document #

Description

Date

Email: re: Telefonica deal discussion-» the
importance of exchanging cash for revenue
recognition

11/8/2000

Email: Fitzpatrick to others re: Pushing to close
three new "extremely iarge” IRU deals to make
the Quarter. "Pull rabbit out of hat."

2/5/2001

Email: Wright to Joggerst re: "attitude
adjustment.” Joggerst tells Carey Qwest is a
must do to meet Q numbers and tells him to
straighten out an employee questioning timing

3/8/2001

Email. Wright to Joggerst re: asking Walsh to
tell Dawson/network folks that will need capex to
meet street expeciations

3/9/2001

Email: Wright to Grivner et. al. re: 1Q Reciprocal
Deals- need to make network purchases of $250
350M to meet revenue target

3/13/2001

March 16 IRU funnel

3/16/2001

Minutes of BOD Exec. Cmte. Meeting where
approve 360 and Centennial

3/30/2001

Email from network people expressing
discomfort about reciprocal deals.

3/14/2001

Email: Coghill tells Dawson he can't justify $E0M
in gomestic waves in Qwest deal

3/28/2001

Email: Fitzpatrick to others warning that he and
Joggerst foresee a potential gap of $750M in
cash rev. forecast

5/8/2001

11

Email: Yaremko to Gutierrez that have no intent
to integrate 360 NA waves or Qwest NA waves--
done only for Qwest revenue recognition

51172001

12

Email: Joggerst to others re: carrier being asked
to close $650M of IRU business to support GX
Q numbers

5/15/2001

13

Email chain on potential GX violation of debt
covenants and consequences “This is the
definition of panic"

5/17/2001

14

Email: Gorton asking Casey if compensate saies
team same on reciprocal transactions as straight
sales. Casey replies we need these sales to
meet Q #s. '

6/1/2001

15

Email: Walsh to Fitzpatrick and Joggerst
discussing Q update and role Winnick can play

in a deal->Q "All hands on deck”

6/6/2001
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16

Joggerst email about "super-sizing” 2Q deals

6/25/2001

17

Email from Joggerst to Dawson about urgent
Fiag deal--they are requiring that GX buy $40M
from them

6/28/2001

18

Email from Gorton to Winnick about lfist Winnick
suggested of customers Board could help with
and attached funnel

6/19/2001

19

Email from Fitzpatrick to Joggerst (Qwest deal)
that the Eurpoean market would not support
business case. "Putting our names and careers
on the line..."

6/28/2001

20

Email from Casey to Joggerst that carrier is
missing its revenue # badly and that Joggerst
needs to find solution

7114/2001

21

Whistlebiower ietter from Roy Olofson to Jim
Gorton

8/6/2001

22

Email from Walsh outlining "big deal battie plan”
for top execs and Winnick to fand accounts.
Winnick assigned to Worldcom

8/13/2001

23

Urgent emall from Joggerst saying that Winnick
and Casey have asked carrier and corporate
development to come up with "creative deals”

8/14/2001

24

Email from Wright suggesting will have hard
time finding $75M of capacity to buy from Qwest

8/24/2001

25

Email from Wright complaining that IRU target is
unreasonable

8/30/2000

26

Email from Wright to Walsh expressing concern
about the IRU number

8/30/2000

27

Email from Winkler complaining that he has
been charged with "the daunting task of figuring
out how to sell the junk® GX got in reciprocat
deals

8/412001

28

Email from Fitzpatrick to Walsh outlining
potential 3Q reciprocal deals and expressing
concermn that they are bad deals for the company

9/6/2001

29

Email from Joggerst to Yaremko relating to
scenarios {o get Q done. Need Yaremko input
for revenue recognition

9/10/2001

30

Joey Wong email complaining about business
case justification and "this swap crap is going to
kill us" '

9/25/2001

31

Email chain where Joggerst complains to Wright
and Walsh that others are trying to kill deals
representing $450M of attempt to get $675M
revenue. Cali complains no PM input.

9/26/2001
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32

Fitzpatrick's email about Qwest Scandinavia
deal--"Don't mask a business plan to justify an
ugly deal” and Joggerst's response

92772001

33

Emait between Mohebbi and Casey in which Q1
IRU deals are fisted, to which Mohebbi replies
"we probably will eat all this and then some"

2/9/2001

34

Email discussion between Casey and Mohebbi
about CFO's announcement that there can be no|
more non-monetary transactions

5/10/2001

35

Email discussion between Casey and Mohebbi
about whether will meet Q numbers and whether
Qwest can engage in swaps

5/14/2001

36

Email discussion about 2Q transactions with
Flag. Bill Norris expresses concerns

5/16/2001

37

Emall chain discussing 2Q deal with GX and fact
that "capacity on the table is growing from
reciprocity”; "Is that what people call revenue
drive?!”

6/8/2001

38

Casey/Mohebbi email discussion about Ross
Lau's Asia projects for 2Q. Mohebbi repiies,
"You need to get more out of him"

6/11/2001

39

Memo from Szeliga where she iays out ground
rutes for IRU accounting and requirements for
two-way transactions

8/2/2001

40

Email from Mohebbi stating that commitments to
buy capacity are eating away at capex.
Pressures sales people to sell "circuits we can
book.”

9/28/2001

41

Email chain discussing deal with C&W.
Discussion in fast hours of Q of fact that
aithough no signed documents, had binding deal
as of Friday.

10/1/2001

42

Email from Mohebbi stating that Andersen ruled
deal with C&W could not be booked in 3Q
because not completed on time.

10/11/2001

43

Email from Heliman about Qwest's internal
auditor's decision to leave. "Until the
consequences are equal the behavior will not
change.”

10/25/2001

44

Anonymous email sent to Robin Szeliga
threatening to tell the SEC about Qwest
accounting violations if Qwest reduces

managers’ salaries.

3/21/2002
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45

Mark iwan of Andersen's notes from his
interview with Bryan Treadway, Qwest
Controller, as part of inquiry.

3/24/2002

46

Email from anonymous person asking person he
mistakenly thinks is a Board member to fire
Nacchio and Tempest.

4/25/2002

47

: on p Y
GX network. Wright states, "We are swapping

$100M checks this Q."

3/12/2001

48

GXemail: Armstrong's draft of the 1Q portability
side letter

3/27/2001

49

Qwest email chain. Wright (GX) outlines her
problems with deal, and Susan forwards with
comment "l agree with Robin we are forcing
them to take stuff they do not have a need for."

3/28/2001

50

GX email: Wright discusses detalls of 1Q deal
and states that have portability; Alavanja has
questions for business case

3/29/2001

51

1Q portability side letter containing mutual
consent and good faith language

3/27/2001

52

Draft of 2Q) portability side letter {attached to GX
email)

6/21/2001

53

Email chain between GX and Qwest discussing
OA&M and how GX does not want to pay this on
ducts and dark fiber that are not complete.

6/22/2001

54

Email chain between GX and Qwest outlining
outstanding issues on 2Q agreement.
Armstrong states that GX won't accept fair
market value over purchase price on portability.
"We have this argument every Q."

6/24/2001

55

GX email from Wright in which she says she and
Chase agreed Walsh and Greg Casey would
talk tomorrow to get "gentleman’s agreement” to
establish portability pricing at purchase price."

6/25/2001

56

internal GX email between Armstrong and
Wright discussing Qwest's insistence on fair
market value pricing for revenue.

6/25/2001

Email chain between GX and Qwest on
portability price issue. Wright states both sides
have agreed that repurchase price would be the
actual amount paid and not fair market value.
Chase agrees. "It is our intention {o keep you

57

whole."

6/25/2001
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58

Email from Armstrong stating that Qwest sale
agreement has fair market value language.
"Qwest wording adapted to how we do
portability.”

6/256/2001

59

2Q portability side letter with mutual agreement
and fair market value language.

6/27/2001

60

2Q portability sie letter with mutual agreement
and fair market value language.

6/29/2001

61

2Q portability side letter with mutual agreement
and fair market value language. Also attached is
email string from August indicating problems
with attempt to port. Armstrong states that what
was in agreement and what they agreed to were
not the same--done for Qwest accounting.

6/29/2001

62

Qwest email chain discussing how deals may be
in jeopardy because Qwest not willing to spend
capital. Also contains discussion with
Armstrong about contract language.

9/20/2001

63

Email from Armstrong in which she discusses
prior portability side letter. "We need their
consent to swap- but we had their word they
would consent.”

9/25/2001

64

Email exchange in which Chase asks for
technical accounting explanation for why Qwest
cannot allow porting

9/26/2001

65

Email string beginning with Armstrong
expressing frustration that Qwest has not agreed
to allow GX to port. Chase forwards with quote
"Qur word is our bond.”

12/3/2001

66

oyd sends details of deal to Qwest including J
US portability. Chase states Qwest sale side
looks OK to me.

5/7/2001

67

From Chase to Casey re: Flag porting to J-US-
states Qwest does not have issue with this and
Flag is willing to trust Qwest, requests call to Ed
McCormack

6/4/2001

68

Smiley inquiring into revenue recognition issues
after Flag inquires about whether can port to J-
US. Hansen responds "Not inclined to buy back
and write down revenue for Q."

12/4/2001

69

Comunication between Floyd, Smiley, and
Chase re; conference call- requests
accounting/revenue person on call.

12/6/2001
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From Shawna Lee to Smiley re: conversation

7 Qjwith Ken Floyd about Andersen audit letter 12/11/2001
From Floyd to Chase, Moorhead, Smiley, and
Lee. Re; Qwest's legal interpretation of an IRU

71 |and exposure on revenue recognition. 12/20/2001
Floyd advising Qwest that audit letter response

7 2]completed and sent to auditors. 12/21/2001
Compieted audit letter from Floyd (Flag)- cites
verbal agreement between companies, includes

7 3{facts sheets to AA and Qwest 11/14/2001
internal Qwest investgation of June 2001 Flag

74 |transaction portability issues. 1/17/2002

75

Email chain re: C&W email ; K Stout send
wording to Mohebbi's assistant.

12/29/2000

76

Greg Casey letter to C&W, signed

12/28/2000

77

Greg Casey letter to C&W, unsigned

12/29/2000

78

Mohebbi email to Nick Jeffrey at C&W

12/29/2000

79

Correspondence between Matthew Scott and K.
Stout re: C&W letter, Discussion of its
enforceability. "Spirit of cooperation.”

7/5/2001

80

Forward from Smiley to Scott of email chain
regarding C&W letter and email language.
Shows drafted by Alan Coe of C&W.

10/23/2001

81

Forward from Smiley to Casey and Dalton of
email chain re: C&W letter and email. Shows
accounting approval from J, Black and Andrew
Glassman.

10/23/2001

82

Emails between K. Smiley and M. Scott re: C&W
side letter.

10/23/2001

83

Meeting minutes of audit committee telephonic
meeting. Szeliga discusses C&W and KMC
issues.

10/29/2001

84

Chronology of events prepared by Schumacher
for Szeliga to use at Oct. 29, 2001 Audit
Committee meeting. Subject : KMC and C&W

undated

85

Letter from C&W to Gordon Martin re: C&W's
exercise of its rights under Greg Casey's side
letter. Includes emails from C&W forwarding

letter to Qwest.

12/28/2001

86

Draft of Graham Wallace'letter to Nacchio re:
C8W's desire to exchange capacity per Greg
Casey letter and Mohebbi email.

2/19/2002
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87

Szeliga's notes from speaking with analysts

88

Email from Wally Dawson approving 1Q deal
with Qwest with caveat that wavelengths not be
integrated into GX network.

3/9/2001

89

Email requesting that GX turn up waves for
Qwest revenue recognition purposes.

9/24/2001

90

Carl Alu asks Dawson for help in telling Joe
Perrone that GX should write off assets it is not
going to integrate into the network.

9/27/2001

91

Jami Delorimier's email to Chris Nash asking for
advice in disposing of $100M of fiber and
wavelength purchased from Qwest that will not
be integrated into network.

1172972001
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CONFIDENTIAL

From: O'Neill, Charles

To: Amold, Richard; Vries, Gerben de; Oudejans, Rene; Meulen, Koos van der; Muir, Donald;
McShane, John; Secilla, Juan Pedro; Calis, Peter

CC: Yaremko, Roberti Wood, John; Tweed, Shaun; Mittertreiner, Frank; Pearson, Alistair

BCC:

Subject: Authorisation will be required for the purchase element of Telefonica swap- same as was
followed for KPNQwest{F}

Date: 11/9/2000 10:00:18 AM

Attachments;

Richard,

Do we consider the capex for repeater sites that will be displaced by collocation with Telefonica as a
part of the deal? Also, as part of the Business Case we identified opex associated with maintaining
both the duct system, and the fibers. These costs are also covered by the agreement. How do we treat
these elements? Finally, a portion of the fiber link is within the cities of Bilbao and Barcelona.
Typically, the costs of city builds are much higher than the backbone routes. The capex ($10/meter)
for installed duct and fiber are backbone assumptions. I estimate that Telefonica will need to
construct at least 20 Km of city fiber in total, in order to reach our POPs. What cost assumption is
appropriate for these sections?

Finally (I promise), please help me understand how we evaluate the costs of acquisition when
payment in kind is the currency? I have been told that the margins on the capacity products being
swapped in this case are in the order of 50-75%. Should not the costs of acquiring the fiber be equal
to the transfer costs (balance sheet) for the capacity being traded? Any insight is appreciated.

Charlie

From: Arnold, Richard

Sent: Thursday, November 09, 2000 3:35 PM

To: Vries, Gerben de; Oudejans, Rene; Meulen, Koos van der; Muir, Donald; McShane, John;
Secilla, Juan Pedro; Calis, Peter; O'Neill, Charles

Cc: Yaremko, Robert; Wood, John; Tweed, Shaun; Mittertreiner, Frank; Pearson, Alistair
Subject: Authorisation will be required for the purchase element of Telefonica swap- same as was
followed for KPNQwest

Depending on the value of the deal agreed, based on Gerben's analysis we will need to apply for
authorisation to exceed planned capex. A similar procedure was followed for KPNQwest, per
Gerben's analysis the business case is $15.85m.

Regards

Richard

file:/NCOMMERCE\common\O&NGX-ELE-CD5a\EMAIL000000.. X000000000C199706.htm  5/21/02
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From: Vries, Gerben de

Sent: 09 November 2000 14:24
To: Amold, Richard; Oudejans, Rene; Meulen, Koos van der; Muir, Donald; McShane, John; Secilla,
Juan Pedro

Cc: Yaremko, Robert; Wood, John; Tweed, Shaun; Mittertreiner, Frank; Pearson, Alistair

Subject: RE: Telefonica deal Response Required by end of Friday

Richard

Barcelona-Perthusle (French border) approx. 165 km. Duct deployment capex $ 7.8 mio, cable $ 1.65
mio, total $ 9.45 mio.

Bilbao-Hendaye (French border) approx.120 km. Duct deployment capex $ 5.2 mio, cable $ 1.2 mio,
total $ 6.4 mio.

Regards
Gerben

-----Original Message---—

From: Arnold, Richard

Sent: Thursday, November 09, 2000 1:32 PM

To: Oudejans, Rene; Meulen, Koos van der; Muir, Donald; McShane, John; Secilla, Juan Pedro

Cc: Yaremko, Robert; Vries, Gerben de; Wood, John; Tweed, Shaun; Mittertreiner, Frank; Pearson,
Alistair

Subject: Telefonica deal Response Required by end of Friday

Rob,

Please find advised the latest update, can you assist me with evaluating the latest pricing relative to
the market, will call later to discuss to make sure that it is supportable

Gerben,

Please can you forward your calculation of the budgetted business case costs relative to the specific
sections we are considering, to assess how far we can go in terms of price before we break our
approval.

Alistair/Frank

Please can you update/submitt your anticipated issues in respect of taxation for this deal, particularly
characterisation and statutory entity

John(Wood)
Please can you review to make sure that you are happy from a spanish accounting perspective
Shaun

Could you let me know whether there are any OAM issues you forsee with this deal

file:/A\COMMERCE\common\O&NGX-ELE-CD5a\EMAIL\000000...\000000000C199706.htm 5/21/02
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Thanks, lets all facilitate moving this forward as soon as possible as we desperately need this deal this
quarter, I would appreciate answers whereever possible by the end of Friday

Regards

Richard

----- Original Message-----

From: Secilla, Juan Pedro

Sent: 09 November 2000 08:14

To: Bosch, Frits; Calis, Peter; Ruiter, Peter de; O'Neill, Charles; Nieveld, Gert; Amold, Richard;
Lopez Bravo, Javier

Subject: Telefonica meeting

Let me summarise the key conclusions obtained after the very positive meeting held with Telefonica
(Fernando Lombart, Director of International Traffic, and his team) yesterday.

- In priciple, we agreed to proceed with the agreement in the terms outlined in previous meetings (24
fp in Spain for capacity in PEC/AC-1).

- Telefonica agreed to studying a potential equal increase of the size of the deal on both sides (I got a
call from Fernando Lombart yesterday evening and he told me they are studying to make the size 40
MS$ approx).

- Telefonica agreed to increase the unit price of the STM-4 IRU (20 year, including O&M) closer to
the levels we proposed to them yesterday: 1.54 M$ between A cities, 2.15 M$ between Spanish cities
and A cities, 3.71 M$ in AC-.1 Fernando told me this is still a little above market prices and probably
they will ask for a reduction of 20% on thse prices.

- We agreed to have a single contract for the transaction and that each party should bill each other.
However, Telefonica must check with their finance people whether they can accommodate our
request to have cash actually change hands. Their problem seems to be more an impact on budget that
their inability ot do it.

- Telefonica asked GC to keep the agreement fully confidential. We agreed not to disclase the
strategic agreement but still asked them to be able to reference Telefonica as one of our key
customers in Europe.

- Regarding our purchase of waves from them in Spain as a condition to proceed, Telefonica relaxed
their requirement and we agreed that the formula should be that if GC eventually decides to buy
waves in Spain, Telefonica will have the condition of preferred supplier for this purchase. But no
firm commitment at ali from our side.

They will study all these open issues and will send us a final proposal tomorrow Friday.

IMPORTANT: given the importance of sending cash for revenue recognition purposes, if
Telefonica's position tomorrow is that they cannot do it, I think we should stress the importance of

file:/ANCOMMERCE\commom\O&NGX-ELE-CD5a\EM AT \000000...\000000000C199706.htm  5/21/02
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this for us and make it a condition to proceed. In order to be positive, we can suggest them to have a
meeting with our finance/tax people to find out a suitable formula that satisfies both parties.
Remember that their problem would not be that they may not do it, but rather an internal budget
constraint that they should be able to circumvent if at the same time we send them cash for the same
amount of money.

Thanks to all.

Juan Pedro Secilla
Sales Director Wholesale

Global Crossing Spain

Paseo de la Castellana, 36-39, planta 9
28046 Madrid, Spain

Phone: +34.91.7872200

Fax: +34.91.7872222

Mobile: +34.667782401

file:/ANCOMMERCE\common\O&NGX-ELE-CD52a\EMAIL\000000...\000000000C199706.htm  5/21/02
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CONFIDENTIAL

From: BRIAN FITZPATRICK

To: Patrick Joggerst; John Mercogliano; Robin Wright; Tony Sgroi; Omar A. Altaji; Ted Higase;
Frits Bosch; Charles Barker; Robert Yaremko; Lisa Dadouris; Tony Palma

CC:

BCC:

Subject: 1st Q $550M target - emergency conf call

Date: 2/5/2001 12:14:24 PM

Attachments:

To all:
1 have scheduled a conference call for this Thursday, Feb. 8th, 9-10AM (NYC).

The agenda for the call is to openly discuss the Top 3 (largest) potential 1stQ carrier IRU deals, by
region. The only way we are going to pull out this quarter is to "intensely focus" on closing 2-3
vextremely large” IRU deal "that are not currently being discussed”. We will not make the quarter by
focusing on the current deal list being discussed on our Monday calls. In addition, we need 2-3 home
runs - period!!! We all need to do some serious thinking before this call. We need to pull some
pretty big rabbits out of our hat within the next few weeks and all of you will need to play a role in
making it happen. Pulling in some huge deals, or restructuring currently working deals - we need to
consider everything. The only answer is think BIG. Once we identify our attack strategy we can list
out owners per targeted deal and align our internal resources to make the deals happen. Think big -
No Limits!

Conference bridge is as follows:

access # (Domestic US) 888-447-1225

access # (Outside US) 303-248-1820

PIN # 657-539

I look forward to discussing our top 3 targets by region Thursday (2/8) at 9AM.

Brian
02/05/01

file://D:\Carey arrett Fitzpatrick 07182002\EMAIL\000000000...,000000001C03A 7HTM 9/21/02
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. 360009309: Help -- attitude adjustment (?){F} Page 1 of 4

CONFIDENTIAL ~

From: Wright, Robin

To: Joggerst, Patrick

CC:

BCC:

Subject: Help -- attitude adjustment (?) {F}
Date: 3/8/2001 10:07:54 AM

Attachments:

you so totally rock

----- Original Message-----

From: Joggerst, Patrick

Sent: Thursday, March 08, 2001 1:04 PM
To: CAREY, DAVID

Subject: Help -- attitude adjustment (?)

Dave,

I need your help -- Qwest is now in the MOST DO category to make this quarter's numbers. I don't
know Amy, but there seems to be an edge to her email that we really cannot tolerate.

Maybe I am wrong, but if you described to her the kind of melt-down that 360 is experiencing right
now, she will better understand that we must meet our quarterly numbers.

There are a few people that work 24 hours a day to get the numbers in -- is Amy among them? If not,
lets get her with the program.

Thanks,
Patrick

-----Original Message-----

From: AMY BRAUCH [mailto:amy_brauch@globalcrossing.com]

Sent: Thursday, March 08, 2001 12:08 PM

To: Wright Robin

Ce: Antorucci Mike; CAREY DAVID; Dole Jim; Thieme Doug; Schroeder
Thomas; Croan Quinn; SEIFFER ERIKA

Subject: Re: [Fwd: CLEC customer prems 1it022801 master.xls]

All,
We can meet your deadline if we drop all other projects we are working on. This

will come with a price in that we will not be able to work on implementing other
savings projects.

file://DAEMAIL\0000000000000001\0000000015754E5D html . 7/1/02
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. 360009309: Help -- attitude adjustment (?){F}

In the future, it would be helpful for us to have more advance notice so that we
can plan our time to accomodate you.

Please feel free to discuss further if need be.

Thanks,
Amy

"Wright, Robin" wrote:

> Amy,

>] don't want to be a pain, but we are pushing to close this deal this

> quarter. That means that we need to have our buy side nailed down no later
> than the middle of next week. Is there a way that we can short cut this?

> This is one of our highest priorities for the quarter and we have to be in

> gontract discussions by the end of next week.

>
> Thanks, Robin

1

> w..--Original Message-----

> From: AMY BRAUCH [mailto:amy_brauch@globalcrossing.com)

> Sent: Thursday, March 08, 2001 2:03 AM

> To: Antonucci Mike

> Cc: CAREY DAVID; Dole Jim; Wright Robin; Thieme Doug; Schroeder Thomas;
> Croan Quinn; ERTKA SEIFFER

> Subject: Re: [Fwd: CLEC customer prems 1it02280 master.xis]

>

> We are expecting a timeframe for completion of the below initiatives to take
> one week for the

> address comnparison, and then another week for the expense information. We
> will provide information

> as we receive with all information being provided by 3/21. Please let me

> know if this does not

>meet your requirements.

>

> Thanks,

> Amy

>

> " Antonuect, Mike" wrote:

-

>>Folks,

>> Attached are two spread sheets. The sheet named Qwest shows the Qwest
> > building list with columns indicating building type, whether or ot it is
>on )

>>the Level 3 building list, GBLX lit, GBLX planned without a solution, GBLX
>> planned with a solution. Cities not populated indicate no data or no
>plans.

>>The second sheet shows present OC capacity ordered from other

> carriers

>> and where we ordered it.

file:/DAEMAIL\0000000000000001\000000001 5754E 5D html
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. 360009309: Help -- attitude adjustment (?) {F}

>>

>>

>>

> > Mike Antonucci Sr.Manager

> > Network Planning-Metro Build

>> 973 410 8720

»>

> > —---Original Message-——

> > From: DAVID CAREY [mailto:david_carey@globalcrossing.com}

» > Sent: Wednesday, March 07, 2001 12:30 PM

> > To: Mike Antonucci; Jim Dole; Amy Brauch

> > Ce: Robin Wright; Doug Thieme

>> Subject: [Fwd: CLEC custemer prems 1i022801master.xls]

>>

>> Mike, Amy & Jim,

>>

>> Attached please find a building list from the Qwest Non Regulated Access
> > Group that was promised to us as part of the due dilligence request

> > associated with putting this deal together.

>>

> > Here is what we need to do:

>>

>> 1. Cross Reference these addresses against our Metro Build Target

> > Building List. This should identify LSO's, Carrier Hotels and Comercial
> > Properties. Mike, lets take the same approach to this as we used from
> > the Telseon cross reference effort.

>>

>>2. Jim & Amy - Can we look at this list frorm an "Access Regnirement”
> > perspective. The task can be defined as "identify those addresses that
> > we currently purchase access to today and the volume of business thatwe
> > have to this address”.

>>

>> 3. think we should plan to append their spreadsheet with this data

> > which will allow us to support a meaningful conversation on the topic.
>>

> > 4. Once we have identified the buildings of mutual interest then the

> > next task will be 1o test the competitiveness of their pricing, They

> > have provided me with another file that identifies the service offerings
> > that they have on their metro access facilities. Since their pricing

> > will be building and service specific; fo rpurposesof trying to size

> > this up I think we should pick a "reference point" service offering and
> > set of locations as 2 sample. We should pick the reference point based
>> on something like and OC48 configured to our standard carrier hotel
> > configuration (so that we can firmly establish a cost basis)and a

> > samplle set of locations. This willl give us a start point to determine

> the competitiveness of the offer. I'm still thinking through how to get
>> a feel for the absolute volume of the purchase and i think this is

>> largely dependat on the flexibility in the terms they give us. let's

> > put this on hold for now and revisit as we get a little deeper into

> > this.

>>

file://DAEMAIL\00000000000000011000000001 5754E5D htinl

Page 3 of 4

711/02



s

<

121

360009309: Help -- attitude adjustment (?){F} Page 4 of 4

.

> > 6. Please give me a response on how quickly you can tum arounu the
> > request initems 1 & 2.

>>

> > thanks for the cooperation !

>>

> > dave

>>
>>
> > Name: Qwest building list.xls

>> Qwest building list.xls Type: Microsoft Excel Worksheet
> (application/vnd.ms-excel)

> > Encoding: base64

> > Download Status: Not downloaded with message

file://DAEMAIL\000000000000000110000000015754E5D.html 7/1/02
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360009368: Capex ragel ot

CONFIDENTIAL

From: Wright, Robin

To: Joggerst, Patrick

CC:

BCC:

Subject: Capex

Date: 3/9/2001 11:28:41 AM

Attachments:

Patrick,
Had a Qwest call this aftemoon, on it were Jim Dole and Dave Carey. I'm afraid we are not going to get
a great deal of enthusiastic support from the network folks without a directive from David. I think he
E:.eds to send a message to Wally or perhaps have a joint message from Wally and David that goes like
is:
“We are now 3 weeks away from the end of the quarter and it is clear that expediting some capital
expenditures is going to be key to meeting the Street's expectations. We are fully aware that we are
asking you to do something completely opposite from the direction you are headed, in terms of keeping
capex within the budget and being extremely carefuzl about spending. Wally and I, along with the
executive committee, will make decisions about the trade off of revenue versus capex. In the meantime,
it is our belief that the best approach is to assume we will be making the expenditures as outline by the ’
sales team, We commiit to letting you know as quickly as possible the final decisions to minimize
unnecessary work. We appreciate your support of our efforts.”

Robin Wright

Senior VP, Global Sales and Support
Global Crossing

88 Pine Street 30th Floor

NY, NY 10005

Office: 212-658-8168

Fax: 212-658-8093

Mobile: 917-270-5364
rwright@globalcrossing.com

file://DAEMAIL\000000000000000110000000015754E98 htm] 7/1/02
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360009440: 1Q Reciprocal Deals Page 1 of 1

CONFIDENTIAL

From: Wright, Robin

To: GRIVNER, CARL; Calis, Peter; Clayton, Joseph; Coghill, Michacs, Juzman, Joseph; Rios, Jose;
Miller, Dale

CC: Joggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Thieme, Doug; Walsh, David; Dawson, S.
Wallace

BCC:

Subject: 1Q Reciprocal Deals

Date: 3/13/2001 9:00:49 AM

Attachments:

1 thought I'd check in with the regional heads and respective network gurus about the reciprocal deals on
the table for this quarter. Mike, Dale and Peter have been fully engaged in these discussions, but a
request from Qwest brings up a question about process/ and I need your guidance.

Right now it looks like we'll need to make network purchases in the neighborhood of $250M-$350M in
order to meet the revenue target. The high level view is as follows:

* Qwest: $100M - In NA wavelengths (long haul and metro), co-lo, potentially some backhaul in the
US; In Europe, potentially some backhaul. Apparently Qwest is on track to meet their quarterly
numbers, but KPN/Qwest is struggling. They would like us to allocate $25M of the $100M for
purchases in Europe.

* SingTel: $24-$80M capacity to India in i21

* Ebone: $50M, AC1/2 wavelength and some capacity, co-lo in Europe

* EPIK: $5M (2) Metro waves connecting 4 consortium cables in South Florida, potentially other
capacity services

* Emergia: $23M in additional services and capacity, similar to last quarter, possibly dark fiber in Brazil
* Comsat: $6.8M in co-lo, additional services/capacity

* 360: $50-$100M , Bucket of capacity in Canada, possible waves on AC1

We are building business cases for these purchases and are being meticulous in terms of following the
rules for revenue recognition. It does, however, get crazy as we approach the end of the quarter and I
want to make sure we are not creating un-do havoc for the regions. Right now it looks like Europe needs
to step up and commit to $25M to KPN/Qwest in order to move the deal along. How do you want to
proceed? Peter, do you want to work with us on the specifics of the deal or just step up to the
commitment? Also, as a general question, do you want to be updated on the deals or how best should we
be communicating as we head toward the end of the quarter?

Thanks, Robin

file://D:\EMAIL\00000000000000011000000001 5754EEQ.html 7/2/02



{ IRU STATUS AS OF MARCH 16

B ] Exve. {
_Y Oweer Status.
?1 WO BECURRING REVENUES
. Completed €8
3 I gated 548

V. Primary Targets 3278
ERIMARY TARGET Bt HITERERI s TR g
23 : S Coma iDEd

¥

Q1 TARGET - (TBD)

VARIANCE 10 01 TARGEY

SRR
D R oA oo B

S
1o Pragre, Visnna
$TMComsat: Codo, inkastructure in 84
connetting cabie stations in SA {RISK)

waves
$35MEbone: 10 gig wave FA1, meto oo Europs
$23MEmergla: DF Spain, SA, camier term, capacty
F100-S450M 380 Asantic capacity, capaclty in Canade
peseny

overd years,
3287TM-SIIMTOTAL




125

MINUTES of the Meeting of the Executive
Committee of the Board of Directors of
Global Crossing Ltd., held via telephone
on the 30" day of March, 2001 at 4:00 p.m.,

Pacific Time.
Present:
Messrs.  Gary Winnick, Chairman
Thomas J. Casey
William E. Conway, Jr.
Absent:

Mr. Lodwrick M. Cook

In attendance:
Messrs.  James Gorton
S. Wallace Dawson
Patrick Joggerst
Mitchell Sussis
David Walsh

Mr. Walsh described the proposed Centennial transaction, explaining that the transaction
essentially represents an extension of Mid-Atlantic Crossing to Puerto Rico and the Dominican
Republic, with Centennial serving as the anchor tenant. Discussion ensued regarding the timing
of the network build, the assumptions used in the financial model, potential competitors in the
region and the creditworthiness of Centennial. Upon motion duly made, seconded and
unanimously carried by those members of the Committee present, the proposed Centennial
transaction was approved in substantially the form presented at the meeting.

Mr. Joggerst described the proposed transaction with 360networks, explaining that the
transaction would mitigate against a potential shortfall in Atlantic capacity. Mr. Joggerst
described some of the advantages of the proposed transaction, including route diversity, low cost
and faster time to market. Discussion ensued.

Mr. Gorton led a detailed discussion of the risks associated with 360networks’ financial
instability. Mr. Gorton described the measures the Company proposes to take to mitigate those
risks, including through the allocation of $100 million of the purchase price to existing North
American capacity that can be ported back to 360networks when 360networks provisions the full
amount of Atlantic capacity being purchased.

GX-HEC-35024
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Messrs. Dawson, Gorton, Joggerst, Sussis "and Walsh left the meeting, after which the
Committee met in executive session. Discussion ensued, after which the proposed 360networks
transaction was approved in substantially the form presented at the meeting

There being no further business to come before the meeting, it was duly adjourned.

Gary Winnick
Chairman

Mitchell Sussis
Secretary

2 GX-HEC-35025
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CONFIDENTIAL

From: robert barrett

To: DAVID CAREY

CC: Joseph Clayton; Jim Demitrieus; DAVID CAREY
BCC:

Subject: 1Q Reciprocal Deals{F} {F}

Date: 3/14/2001 5:57:43 AM

Attachments:

robert_barrett.vef

Joe
I concur with Dave.

To be a little more specific about the cash flow situation:

These swaps will, in general, require capital to be spent that was not anticipated
in the capital budget. Further, they do not usually offset capital expansion
programs that are in the capital budget. So, there is new capital to be expended,
while the existing capital needs to also be expended to achieve the revenue plan.
These are not incremental revenue over the revenue plan, but a means to meet it.
Therefore, there is extra capital required without extra revenue, something the
board may not see as desirable.

1 spoke with Joe Perrone about this. He understands the issues. He has instituted
what he hopes is a rigorous business case process to assure that these make sense.

In Wally's staff meeting yesterday, we discussed this. Wally also fully
understands the implications. He has instructed his team that they are not to
assume that incremental capital is available and that we are therefore operating on
the original capital plan.

Of course, some of these might make good strategic sense from a network diversity
perspective, if not to expand network reach. The timing and the urgency with which
they are being pursued in worrisome.

Bob

DAVID CAREY wrote:

> Joe,

>

> the answer is yes - there are selected assets that we have identified. A

> shopping list has been developed that has been shared with the sales teams and
> we are actively engaged in several discussions right now. Most of these buys
> however, were not specifically contemplated in the capital budget and if we

> make a decision to proceed we will have a "funding” issue to resolve.

>

> second, there has been alot of talk about doing large strategic deals with

file://D:\Carey arrett Fitzpatrick 07182002\EMAIL\000000000..3\_000000001C03A1FO.HTM 9/21/02
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> counterparties such as L3, Qwest and others. the range of these deals have

> been $100 to $500 million and involve things such as purchasing a conduit on
> L3's nationwide network. Strategically these things may make sense but, timing
> and funding may not from a network development priority sense. I was in

> Madison yesterday and spent some time with Wally Dawson on this topic. I have
> been aked to use my relationsip with L3 to explore deals of this type. Before

> I engage them [ want to insure that we are collectively togehter on our desire

> and ability to be serious about this. I don't think we want to get into it and

> then stop "we were just exploring or pretending”.

>

>1am also extremely uncomfortable on how pervasive this reciprocal strategy has
> become. my observation is that our top carrier sales people are spending as

> much time selling our own network people the services of others rather than

> finding new customers and opportunities. it is approaching a dysfunctional

> situation.

>

> 1 have attached the network buy listing that has been developed with NA

> participation for your perusal. it will just give you a feel for the types of

> things that make sense to us in the intermediate term. there are other ceative

> jdeas we are exploring in the access area like buying access capacity form the
>USW LEC on an Capacity IRU rather than the conventional method. This allows us
> to reduce access expense and reflect it on the P&L as depreciation thereby

> increasing EBITDA. There are risks associated with this concept. Jim Dole

> has been intimately involved.

>

> {'ll be at a family funeral today but will be on my cell phone while driving to

> and from there if you want to discuss further. 233-4600. dave

>

> dave

>

> Joseph Clayton wrote:

>

> > Based upon your knowledge, do we need to do these reciprocal deals in

> > North America?

>>

>>]P.C.

>>

> e Original Message --------

> > Subject: 1Q Reciprocal Deals

> > Date: Tue, 13 Mar 2001 12:00:49 -0500

>> From: "Wright, Robin" <R Wright@GlobalCrossing.com>

>> To: "GRIVNER, CARL" <carl_grivner@GlobalCrossing.com>,"Calis,

>> Peter"<PCalis@GlobalCrossing.com>,"Clayton,

>> Joseph"<joseph_clayton@GlobalCrossing.com>,"Coghill,

> > Michael"<michael_coghill@GlobalCrossing.com>,"Guzman,

> > Joseph"<JGuzman@GlobalCrossing.com>,"Rios, Jose"

>> <JARios@GlobalCrossing.com>,"Miller, Dale" <DMiller@GlobalCrossing.com>
>> CC: "Joggerst, Patrick” <PJoggerst@GlobalCrossing.com>,"Fitzpatrick,

>> Brian" <brian_fitzpatrick@GlobalCrossing.com>,"Barker, Charles”

>> <charles_barker@GlobalCrossing.com>,"Thieme,

file://D:\Carey arrett Fitzpatrick 07182002\ FMATI AONNONAN00.. \000000001CO3AIFO.HTM
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4700001 12: 1Q Reciprocal Dealsikj ik} rage 5 014

> > Doug"<douglas_thieme@GlobalCrossing.com>,"Walsh,

>> David"<David. Walsh@GlobalCrossing.com>,"Dawson, S.

>> Wallace"<SDawson@GlobalCrossing.com>

>>

>>1 thought I'd check in with the regional heads and respective network

> > gurus

> > about the reciprocal deals on the table for this quarter. Mike, Dale
>>and

> > Peter have been fully engaged in these discussions, but a request from
> > Qwest

> > brings up a question about process/ and I need your guidance.

>>

>> Right now it looks like we'll need to make network purchases in the

> > neighborhood of $250M-$350M in order to meet the revenue target. The
>> high

> > level view is as follows:

>>* Qwest: $100M - In NA wavelengths (long haul and metro), co-lo,

> > potentially some backhaul in the US; In Europe, potentially some

> > backhaul.

>> Apparently Qwest is on track to meet their quarterly numbers, but

> > KPN/Qwest

> > is struggling. They would like us to allocate $25M of the $100M for

> > purchases in Europe.

> > * SingTel: $24-$80M capacity to India in i2I

>>* Ebone: $50M, AC1/2 wavelength and some capacity, co-lo in Europe
>>* EPIK: $5M (?) Metro waves connecting 4 consortium cables in South
> > Florida, potentially other capacity services

> > * Emergia: $23M in additional services and capacity, similar to last

> > quarter, possibly dark fiber in Brazil

>>* Comsat: $6.8M in co-lo, additional services/capacity

> > * 360: $50-$100M , Bucket of capacity in Canada, possible waves on
>> ACl

>>

>> We are building business cases for these purchases and are being

> > meticulous

> > in terms of following the rules for revenue recognition. It does,

> > however,

> > get crazy as we approach the end of the quarter and I want to make sure
>>we

> > are not creating un-do havoc for the regions. Right now it looks like

> > Europe needs to step up and commit to $25M to KPN/Qwest in order to move
>>the

> > deal along. How do you want to proceed? Peter, do you want to work

> > with us )

> > on the specifics of the deal or just step up to the commitment? Also,
>>as

> > a general question, do you want to be updated on the deals or how best
> > should we be communicating as we head toward the end of the quarter?
>>

> > Thanks, Robin

file://D:\Carey arrett Fitzpatrick 07182002\EMAIL\000000000..\000000001CO3A1FO.HTM  9/21/02
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64224519: Qwest Update][{F} Page 1 of 1

CONFIDENTIAL

From: MICHAEL COGHILL
To: S.Wallace Dawson

CC:

BCC:

Subject: Qwest Update][{F}
Date: 3/28/2001 7:54:39 AM
Attachments:
EmbeddedMessage

Wally,

In reviewing the latest Qwest deal status I see that US

domestic waves has been increased to 60m. We are now being asked to
provide business cases to support this transaction. This discussion

began with US waves at 15m which we could not find justification for,
let alone 60m. We will be factual in our estimation of the value or
usefulness of these assets but in good conscience cannot pretend to
develop a business case that justifies this transaction, but rather one

that will show our economic risk.

Wally, the team is committed to getting these deals done and utilizing
the assets as best we can. We have been engaged in developing terms and
conditions and have given guidance on preferred assets but we are not an
equal partner in negotiating these deals.

Mike

file://D :\Walsh_inside_SEC_HEC\EMAIL\OOOOO)OOOQOOOOOO1\0000000003D3FD07.html 6/20/02
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470003692: EOY Carrier Forecast update 08/05/01 Page 1 of 2

CONFIDENTIAL

From: Fitzpatrick, Brian

To: Walsh, David; Joggerst, Patrick; GRIVNER, CARL; Clayton, Joseph; Legere, John; Rios, Jose
Antonio; Barker, Charles

CC:

BCC:

Subject: EOQY Carrier Forecast update 08/05/01

Date: 5/8/2001 7:40:48 AM

Attachments:

D. Walsh-
C. Grivner-
J. Clayton-
JA. Rios-
J. Legere-

Re: Early Warning

In an effort to ensure we are all looking at, and talking from the same data points Patrick and I have
compiled the following, revised global carrier, end of year, cash revenue forecast.

Given the dramatic downturn in the capacity markets throughout all regions of the world we currently
foresee a potential gap of approx. $750M.

Region 05/01 EOY Forecast 2001 EOY Plan Variance

N. America $2.0B $2.3B ($300M)
UK/Europe $805M $1.174B ($368M)
L. America $250M $333 ($88M)
Asia $278M $278M -

Total identified (Gap) ($756M)

Given this data we have begun aggressive internal discussions with each of the regional carrier teams
to develop and execute upon region specific recovery strategies.

The cause of the gap seems to be universal. Per unit pricing has fallen 2-3X what anyone originally
projected. Everyorne of our current & targeted capacity customers have dramatically reduced their
2001 capital budgets. The ISP/ASP markets have virtually dried-up. Many of our larger growth
customers from 2000 have recently, or are on the verge of declaring bankruptey (i.e. Viatel, Teligent,
GTS, etc.).

We will provide you our recovery strategies by region within the next ten (10) days.

Brian

file://D:\Carey arrett Fitzpatrick 07182002\EMAIL\000000000...\000000001CO3AFEC.HTM  9/21/02
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64225260: Update on st quarter capacity purchases{F} Page 1 of 2

CONFIDENTIAL

From: Gutierrez, Matthew

To: Alavanja, Peter T.; Tingley, Jon B.; Dawson, S. ‘Wallace; Mondello, Richard
CC: Yaremko, Robert

BCC:

Subject: Update on 1st quarter capacity purchases{F}

Date: 5/11/2001 8:59:12 AM

Attachments:

Attached for your use and review is a summary of the Ist quarter deals from Robert which I thought
you would find useful. Jon/Pete would it be appropriate to use the Monday sales call you referenced
as a forum to address the status of discussions with Qwest to exchange the NA long haul waves for

Local Access IRU's and confirm we are remarketing the Ebone capacity.

Matt

----- Original Message-----

From: Yaremko, Robert

Sent: Thursday, May 10, 2001 5:38 AM

To: Gutierrez, Matthew; Rossi, Kirk

Cc: Perrone, Joseph P

Subject: RE: Update on 1st quarter capacity purchases

Matt,
Here's my understanding of the integration/remarketing of our purchases from Q1.

360 Networks:

It's my understanding that we do not want to integrate/use the $100M NA wave purchases from 360
Networks. The only reason we entered into this agreement was for security purposes in case 360
Networks does not complete the upgrade of the Atlantic Network and goes bankrupt. The plan is once
the Atlantic Network is upgraded we will port the $100M deposit on the NA purchases to the Atlantic
purchase. So instead of having to make a $200M payment to 360 Networks for the Atlantic upgrade
we will pay $100M ($200M remaining to be paid less $100M for exchange of NA for Atlantic
capacity).

Qwest:

Similar situation with Qwest. The $60M payment to Qwest was allocated against NA long haul
waves. We allocated it to the waves for Qwests revenue recognition purposes. What we want to
purchase is local access IRU's. We have a side letter to the agreement that allows us to exchange the
long haul waves for ducts, dark fiber, or local access IRU's. The reason we want the local access
IRU's is because we currently have short term leases with Qwest and by converting them to IRU's

file://D:\Peter Alavanja FromToCC CC inside SEC-HECWAE\...\0000000003D3FFEC.htm 6/12/02
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64225260: Update on 1st quarter capacity purchases{F} Page2of2 .

(capital leases) we can reduce our cost of access.

Ebone:
For Ebone we definitely want to remarket.

Regarding the unpaxrmcm issue J think we need to check the market numbers again and make sure we
are comparing prod Iooked at the fair value prior to s;gmng the agreements to make sure
there was no impairment and the business case did not disclose any impairment. Based on discdssion
with Al Digabrial a single wave is $8-11M POP - POP NY - London without any prepaid
maintenance (to go to Paris would be a 10 -15% premium. What we have purchase from Ebone is:

1) Wave 1 - NY (POP) - London (Prem) including prepaid mai e
2) Wave 2 - NY (Prem) - Paris (POP) including prepaid maintenance

‘The pricing indicated to me was the split between capacity and prepaid oa&m should be as follow:

21.5M Capacity
7.5M prepaid oa&m

Based on POP - POP and Prem numbers I was give the range of the price for the capacity including
local loops would be from 23M - 290M. We'll need to review those numbers again to see if any
impairment exists.

1 think there is 3 things we need to follow up regarding these purchases:

1) Confirm that we are not activating any of the NA wave capacity purchased from 360 if we do not
legitimately need it as we will use this as our payment against the Atantic Upgrade.

2) Confirm that the commercial team is following up its discussions with Qwest to exchange the NA
Tong haul waves for Local Access IRU's.

3) Confirm we are remarketing the Ebone capacity and review the net realizable value again.

Let me know what you think and If you want me to follow up any of these issues let me know.

Robert

w-Original Message---~-

From: Gutierrez, Matthew

Sent: 09 May 2001 17:32

To: Rossi, Kirk; Yaremko, Robert

Cc: Perrone, Joseph P

Subject: Update on 1st quarter capacity purchases
Matt

file://D:Peter Alavanja FromToCC CC inside SEC-HEC\EMAIL)..\0D00000003D3FFEC him 6/12/02
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LU L To U Avs 2o araUAL eaiaas

CONFIDENTIAL

From: Joggerst, Patrick

To: Walsh, David; Fitzpatrick, Brian; Barker, Charles

CC: Wright, Robin; Yaremko, Robert; Hasenstab, Jennifer; Thompson, Paget

BCC:

Subject: NOTE -- More details on new opportuinities to supplement the sales funnel
Date: 5/15/2001 12:24:47 AM

Attachments:

2nd Quarter Carrier Rev with detail.doc

Folks:

Attached is my QUICK summary of new deals that were briefly discussed on today's sales call -- an
earlier version was sent to David that DID NOT HAVE THE DETAIL in italics. Please feel free to
add additional color to my synopsis of these comments...

Thanks,

Patrick

file://DAEMAIL\0000000000000001100000000009AF259.html 5/29/02
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DAVID:

THE FOLLOWING IS THE SAME DOC THAT I SENT TO YOU WITH SOME
DETAIL FOR EACH OF THE “NEW OPPORTUNITIES” - COMMENTS IN
ITALICS...

SEE YOU TOMORROW.

PATRICK

May 14, 2001

D. Walsh

Subject: Second Quarter Carrier Revenue
David,

As you know, the carrier team has been asked to close

$650M of IRU business in order to support the overall number of Global Crossing this
quarter. We have surveyed each region to see what may be able to add to the funnel to
meet the number.

‘When we look at the primary targets, we have $313M of projected revenue. In secondary
targets we have $211M. These secondary targets are more speculative; we close normally
25% of these targets, so we can project getting roughly $52M from these opportunities.
This brings us to a projected total of $365 — leaving a gap of $286M.

The following are the additional opportunities that we are working to meet the overall
number. As you can see, we need to close a large number of these sales in order to meet
the $650M target:

Customer: Low Range: High Range:

Enron 100M 250M

1 think that you know this in great detail than I do — Brian and I will have a call with
Chip an d Tony Sgroi to review this detail at 11 am tomorrow — will send more detail
then.

Telecom Italia 40M 50M

This may be a real long shot -- it reflects additional payments by TI if we get agreement
on a solution in the Caribbean to unwind the co-build, and have them agree to a large
payment for multiple 10 Gb/s waves from St. Croix to Miami. We will know if this is
Jeasible after this week’s meetings scheduled for Wed-Fri in New York

Velocita 40M 50M
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This is Bob Annunziata’s new company (formerly known as pfnet). They want this to be a
reciprocal deal — what they want us to buy is network in North America along the AT&T
ROW (definitely different from our ROW) — willing to talk about conduit and/or dark
fiber — need our network folks to explore with an open mind. Pete Juroe asked lots of
questions about the strength of their financing — he is much more positive about Velocita
than other new entrants given current market conditions.

Teleglobe oM 20M
We will try to get what we can out of a capital budget program that is shrinking — we are
meeting with Stu Verge tomorrow and will know more following that meeting at 4 pm.

DTAG oM 20M
This is a placeholder — they don’t have their capacity budget finalized — they would need
a GREAT deal to be motivated to accelerate their budgeting.

China NetCom oM 65M

Ted Higase mentioned that the AGC business development team (Anthony Christie) was
working this deal which would get us immediate capacity into greater China — this $65M
would be a reciprocal spend that we would require of them on our net ~ not clear how
much we could get up front, so it is shown as 0-635.

IDT/Net2Phone oM 10M
The funnel shows $20M — if all goes well it could be a $30M deal, thus the “upscope” on
the funnel report.

Allegiance oM 10M

New deal that is looking okay — needs to be developed/nurtured to get it over the goal line
Jfor this quarter.

Total 180M 475M

I am running to a meeting with WorldCom (another opportunity) — I will send you more
detail on each of these possible deals this afternoon.

Thanks,
Patrick
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CONFIDENTIAL

From: Rossi, Kirk

To: Perrone, Joseph P

CC:

BCC:

Subject: Debt covenants and capacity sales{F}

Date: 5/17/2001 9:23:16 AM

Attachments:

Sr. Secured RG Covenant New Forecast_05.16.01.xls
St. Secured RG Covenant New Forecast_05. 11.01.xls

‘What a diatribe! This is the definition of panic....

----- Original Message-—— .

From: Miliner, Hank

Sent: Wednesday, May 16, 2001 7:35 PM

To: Gorton, Jim; Dullabh, Susan; Klapper, Marty; Tobias, Glenn; Rossi, Kirk
Cc: Perrone, Joseph P; Cohrs, Dan

Subject: FW: Debt covenants and capacity sales

1 wanted to make sure you were aware of the following situation. The emails below refer to the very
serious potential impact of first quarter EBITDA within the GX Restricted Group falling so
substantially below plan (due to the company's reliance on EBITDA from AGC which is Unrestricted
for purposes of the bank facility). While we are awaiting Restricted Group financials from
Accounting for year-end 2000 and first quarter 2001, Structured Finance has attempted to back into
Restricted Group EBITDA numbers based on information contained in the Global Crossing and Asia
Global Crossing earnings releases. Based on this analysis (attached below), the model shows minimal
compliance with the ratio of Debt/EBITDA. The analysis is based on imprecise EBITDA estimates,
and may well underestimate the amount of debt in the Restricted Group. While the model accurately
reflects our debt issued to third parties (i.e. bank facility, senior notes, Frontier debt), we rely upon
information from Accounting regarding Capital Lease Obligations and from Treasury regarding
intercompany loans from Unrestricted Subsidiaries to the Restricted Group, which we are still
awaiting. For the time being, we are using historical balances as of September 30, 2000 for these
categories, but additional debt from these categories could be significant and result in a covenant
violation.

The consequences of violating this financial covenant are SEVERE and the time period in which to
fix it is SHORT:

* First Quarter financial statements are due to the banks on May 30 (2 weeks)

* A violation would be an immediate Event of Default with no cure period

* The Event of Default may require a press release

* Global Crossing would immediately lose the ability to borrow under the facility to fund operations
* The lenders will either terminate their commitments under the facility, make the loans immediately
due and payable, or both ) T

* Should the lenders accelerate the l(;ans, there would be a cross-acceleration of Global Crossing's

+ .

file://DAGX-ELE-CD1a\EMAIL\0000000000000001\0000000000AF03F5 html 6/23/02
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$3.8 billion of senior notes.

1 would not want to try to refinance $6 billion in this or any other market condiue.. -1y,
this situation requires immediate attention. Dan has suggested that I work with Joe Perru.. .

As see it, we have two options:

* Make adjustments to the Restricted Group to produce financial statements that we are confident
will result in compliance with the ratjo, or

* Get a waiver from the bank group

There are just a few levers that we can pull to improve the ratio of Debt/EBITDA. These include:

* Modifying the Restricted Group (effective March 31) to include positive EBITDA subsidiaries that
are currently Unrestricted

* Modifying the Restricted Group (effective March 31) to exclude negative EBITDA contributors
that are currently Restricted

* Reducing debt within the Restricted Group (effective March 31) by clearing any intercompany
loans from Unrestricted subs to Restricted subs

* Where possible, classifying capital leases as operating leases

With respect to a waiver from the banks, we would need to decide quickly as it will take time to
execute. It may be costly, and the story may get picked up by the financial press.

We need to decide what approach to take, and make sure all resources are made available to remedy
the situation.

--—-QOriginal Message-----

From: Millner, Hank

Sent: Tuesday, May 15, 2001 8:41 PM

To: Perrone, Joseph P

Cec: Cohrs, Dan

Subject: FW: Debt covenantsa and capacity sales

Joe and Dan,

Attached is a copy of the latest financial covenant compliance forecast that Dan refers to below.
While we are awaiting Restricted Group financials for year-end 2000 and first quarter 2001,
Structured Finance has attempted to back into Restricted Group EBITDA numbers based on
information contained in the Global Crossing and Asia Global Crossing earnings releases. As Dan
mentions, our debt capacity is extremely tight. In addition to projecting minimal debt capacity going
forward ($200 million in Q3), I am particularly concerned that we are at risk of violating the leverage
ratio when we deliver the 1Q01 financials in 15 days. Our forecast shows minimal clearance (4.71
ratio vs. 4.75 covenant) but is based on imprecise estimates. Violating a financial covenant is an
immediate Event of Default under the Credit Agreement, with no cure period. 1 would like to have
some in Joe's group review the assumptions in the attached file (the first three worksheet tabs are the

file://D\GX-ELE-CD12\EMAIL\0000000000000001Y0000000000AF03F5 html 6/23/02
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most relevant). There are certain modifications to the Restricted Group that we could investigate that
might give us comfort the will comply with the ratio. Alternatively, we will need to seek a waiver
from the banks. Piease call to discuss.

Thanks,

Hank

--—Original Message-—--

From: Cohrs, Dan

Sent: Saturday, May 12, 2001 5:10 PM

To: Walsh, Dave; Casey, Tom

Cc: Dullabh, Susan; Gorton, Jim; Millner, Hank; Perrone, Joseph P
Subject: Debt covenantsa and capacity sales

Qur current projection, given 2 billion of Adj. EBITDA for 2001, and assuming the guidance of
AGC, is that we will be tight on our bank covenant as we go through this year. The binding covenant
is the ratio of total debt to Adj EBITDA. The current test is 4.75, and that drops to 4.0 soon. The test
applies to the Global Crossing restricted group (GXRG), which excludes AGC and Racal.

This means that we need to make our numbers in the GXRG.

The results for the first quarter seriously changed the outlook on this, because of the incremental cap
ex in the GXRG, and the mix of Adj EBITDA between AGC and GXRG. We effectively used up
around $1B of debt capacity:

Adj EBITDA at AGC: $239M

"Big Deal” EBITDA at AGC $270M (Q and TSIX)

AGC EBITDA over plan $200M (rough estimate for illustration: this is also GXRG EBITDA under
plan)

x 4 (covenant) $800M
Incremental Cap Ex GXRG $385M
"missing" debt capacity for GXRG $1185M

Net: As we plan our IRU deals this year, relying on sales on Asian systems has a big effect on our
bank covenants.

file://DAGX-ELE-CD1a\EMAIL\000000000000000110000000000AF03F5.html 6/23/02
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15236766: Sales Comp{F} Pagelofl

CONFIDENTIAL

From: Gorton, Jim

Tao: Casey, Tom

CcC:

BCC:

Subject: Sales Comp{F}

Attachments:

Incentives, Tom. Not that you do not pay them, you just do not pay them as much, because one is
more valuable to the Company than the other. I am focusing on our cash flow and our covenant
defaults in our loan agreements. Whether or not those are legal issues, I do not know, but I do know
that they are vitally important. Jim

----- Original Message-----

From: Casey, Tom

Sent: Thursday, May 31, 2001 9:26 PM
To: Gorton, Jim

Subject: RE: Sales Comp

Let me make sure I understand your position here: if we don't get these deals, we miss our quarters; if
we don't incentivize the sales force, they won't do these deals. Therefore, unless you have evidence
that there are $600m of non reciprocal deals out there this quarter (and, of course, increasing
amoumts in all future quarters) that our sales force is ignoring (out of spite?), we'll change the comp
plan in a manner that is almost assured to cause us to lose more than 50% of our IRU business. Do 1
have that right? If so, please focus on legal issues henceforth. Thanks for sharing.

inal Message-----

From: Gorton, Jim

Sent: Thursday, May 31, 2001 3:50 PM

To: Casey, Tom; Cohrs, Dan; Walsh, David; Comparin, John; Perrone, Joseph P
Subject: Sales Comp

Are we paying our sales people the same if they do a "reciprocal deal" (swap) as when they make a
straight sale? Of course, we should not be--we have to find a way to incentivize sales people not to
seek the easy way out. It is just too critical an issue to our cash flow. I also hope we can get a sales
comp structure that is margin oriented as well. Jim

file://D:\GX-ELE-CD2a\EMAIL\0000000000000001\0000000000E8 7E9E . html 7/10/02
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470903917: The Quarter - "All Hands on Deck"{F} Page Lot s

CONFIDENTIAL

From: Fitzpatrick, Brian

To: Walsh, David

cC:

BCC:

Subject: The Quarter - "All Hands on Deck"{F}
Date: 6/6/2001 12:06:13 AM

Attachments:

1 will provide as defined below...... T believe I will miss you this AM in Brussels (mobile #+44 7770
960 345). T will be leaving Brussels this AM to meet w/ France telecom this PM in Paris. I will call
you this afternoon to discuss the bullets below.

Brian

06.06.01

From: Walsh, David

Sent: Wednesday, June 06, 2001 8:00 AM
To: Fitzpatrick, Brian; Joggerst, Patrick

Ce: Casey, Tom

Subject: The Quarter - "All Hands on Deck”

Patrick and Brian;

Tom will be traveling back to Beverly Hills tomorrow to update Gary and Lod on the outlook for the
quarter. Right after todays call could you prepare the update. I would like the report to be organized
as follows:

1) Completed - contractually obligated - other singed deals - primary targets
($250 - $300 million)

2) Strategic / Big Deals

* Worldeom (size???)

* Velocitia (350 - $100 m)
* Emergia ($80 m)

# China Netcom ($50 m)
* Teleglobe (727)

* Flag (777)

* Qwest ($73m)

3) Total amount of the secondary targets with an estimate of what we think we can close - I would
include the new Enron deal, The C&W-OEM prepay, The DTAG option, Telecom NewZealand, etc.

Please provide a brief description of each opportunity as well as the challenges we face in closing the
business this quarter. Also list who the executive sponsor is for each deal.

file:/D:\Carey arrett Fitzpatrick 07182002\ EMAIL\000000000..\000000001C03 0CD.HIM  9/21/02
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We could also use some help from Gary and Tom on the Paytech deal. We need to find a way to bring
that deal forward into this quarter. Could you also see how Barry Mc. and Peter L. is making out on
the El Paso opportunity. We could probably use Lod's help here. These guys are traders - they could
move fast. They have the money and the need - they claim to have a deep network in Texas - we
could us their network in that area. Chip is working on our current spend. I will be presenting at the
European Retail Sales Meeting and will not be able to attend the call today. Send me a copy of the
report before you forward to Tom, I would like to review it first.

We might also want to include some color on the market. Tom can decide what he wants to include
from that perspective.

David

file://D:\Carey arrett Fitzpatrick 07182002\EMAIL\000000000..\000000001C03 OCD.HTM 9/21/02
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64100781: 2 Quarter deals -- Super sizing Page10f1

CONFIDENTIAL

From: Joggerst, Patrick

To: Walsh, David; Wright, Robin; Barker, Charles; Sgroi, Tony; Maccheyne, Barry; Rydzynski, Todd;
Winkler, Wesley; Gorton, Jim; Alavanja, Peter T.; Casey, Tom; Ward, Mateo D.; BECCE, JOE;
Fitzpatrick, Brian; GRIVNER, CARL

CcC:

BCC:

Subject: 2 Quarter deals -- Super sizing

Date: 6/25/2001 12:26:18 PM

Attachments:

Quick update on Epik, Velocita, Emergia and Enron:

EPIK:
1 spoke with Wes Winkler -- he and Tim Gaffney are with the Epik folks and are working toward a
flexible basket of bandwidth deal for $40M (we projected $10-15M). This is reciprocal.

VELOCITA:

1 left another message with Buddy Pickle re: super sizing the Velocita deal -- no message back. I gota
hold of Bob Annunziata (we will see him tomorrow at their office) - he said that he asked Buddy to
consider the bigger deal (350M+ -- we were expecting ~$25M). This deal will be reciprocal.

EMERGIA/TELEFONICA:

Still trying to push Emergia/Telefonica for $60M -- they want ZERO this quarter. I asked E. Carride to
consider this - Jose Antonio will meet with Alierta on Wed to press for it (Alierta is the #1 in
Telefonica world-wide).

ENRON:

We still need to find ~$100M out of Enron -- Tony Sgroi, Todd R. and Chip are leading this one with
David W. We may try to get 1-2 fiber pairs on their net -- Brian F. confirms that this is a requirement for
the DTAG win-back for their North American network, which is looking positive!

More later.....
Patrick

file:// : Grivner EMAIL 0000000000000001 0000000003 219A . ML 5/28/02
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Cocozziello, Dorothy A.

From: Joggerst, Patrick

Sent: ) Thursday, June 28, 2001 2:25 PM

To: Dawson, S, Wallace; Cocczziello, Dorothy A.; Thompson, Paget
ce: : Singhi, Mool; Kale, Sandra; Wright, Robin; Young, Chris (AGC)
Subject: REVENUE OPPORTUNITY — WE NEED IT!

Wally-- Urgent update -- NEW FLAG DEAL!IN

They want fo accelerate their purchase of Latin American capacity -- they want it next i
$30M - good margins). pacity - they quarter (they will buy now about

In order for us to get this cash THIS QUARTER - THEY ARE REQUIRING that we purchase $40M from th

business case we ate trying to price up S40M worth of capacity — at present N 0 em. For the
~Eaypt (city to city): P pacity present, we are looking ai STM-1's from London to:
- Jordan (option);

. Saudia Arabia {option - need to know where}

- India (need to know backhaul

They agreed to 5% OAS&M and will pay 5% OA&M to us...

More later .. Mool /  Sandy are helping with business case elements....
Ugly - yes, we need it (+$30M more)

Patrick

* CONFIDENTIAL TREATMENT REQUESTED BY DEBEVOISE & PLIMPTON GXHEC 39524
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CONFIDENTIAL

From: Gorton, Jim

To: Winnick, Gary

CC:

BCC:

Subject: 2Q01 IRU Big Deal Funnel - URGENT/PLEASE READ{F}
Date: 6/19/2001 5:12:26 PM

Attachments:
2Q01 IRU Big Deal Funnel.xis

Gary, we have asked Patrick Joggerst to get us a list of target customers for our
Board members to help us on (at your suggestion). Given that we are at the end
of the quarter, Patrick rightly believes that the only deals that we should focus on
at this critical moment are the {RU deals on the table. The attachment below has
the big deals the Company is working on. The chart is constantly updated, soitis
probably wise to check in with Patrick or Walsh before a call is actually made to
see the current status. jim

-——-Qriginal Messageg----

From: Joggerst, Patrick

Sent: Friday, June 15, 2001 12:52 PM .

To: Gorton, Jim; Walsh, David; Cohen, Jeff, Wright, Robin; Fitzpatrick, Brian
Subject: 2001 IRU Big Deal Funnel - URGENT/PLEASE READ

Importance: High

Jeff called me to relay the message from Jim G. that the Office of the Chairman
and the GC Board want to become engaged to help us win any and ail deals

GX-HEC-47468
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(after the press on NTL and Level3/FT deai - as you know the L3 deal was a one
yr lease to provide restoration to our ckt from HK to Tokyo, not a mega-deal in
Asia).

With the end of the gtr upon us, Jeff and | agreed that for the next 2 weeks the
best support we could get would be on the deals required to close the quarter.
Attached is a BRIEF matrix of the large IRU deals that we have in the mix to help
make the $650M target. This spreadsheet include both a low and high for each
deal; as well as two scenarios that COULD WITH A GREAT DEAL OF EFFORT
get us to our target. We change this on an hourly basis. | have added a column
to represent my initial thought on the senior executive support that may be
effective. If there is a blank -- we are open to suggestions.

Please get you comments to me ASAP so that | can get this to David/Jim for
Monday am.

Thanks,
Patrick

<<2Q01 IRU Big Deal Funnel.xls>>

GX,HEC- 47467
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470004082: CONFIDENTIAL ' Page 1of3

CONFIDENTIAL

From: Fitzpatrick,-Brian
To: Joggerst, Patrick

CcC:

BCC:

Subject: CONFIDENTIAL
Date: 6/28/2001 2:50:59 AM

Attachments:
Qwest 0601 Signoffxls

P. Joggerst-

We need to make sure we are all solving for the same problem. We need the top line revenue by the
close of the quarter. In order to get it we have to spend a reciprocal amount with key carriers. In this
case Qwest. Our option is to spend the same amount of cash and end up with nothing. I want to make
sure the three of us are 100% together regarding the fact the eastern European market (Vienna -
Prague), nor the Scandinavian market (up to Helsinki) would support the numbers that are stated in
the attached business case. The Euro market is crashing. No one is spending $700M on these routes.

I feel like we (you & I) are putting our names and careers on the line supporting this type transaction
without having a discussion with the other officers about what we are really doing. I'm sure there is a
bigger deal/discussion taking place that we have not yet been invited to...... Let's discuss. I'm in
London +44.207.904.1812.

Brian
28.06.01

From: Longo, John

Sent: Thursday, June 28, 2001 7:04 AM

To: Walsh, David; Casey, Tom; Perrone, Joseph P; Cohrs, Dan; GRIVNER, CARL; Dawson, S.
Wallace; Wright, Robin; Joggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Gutierrez, Matthew;
Alavanja, Peter T.; Wong, Joey (Wen Hai)

Cc: Manske, Patricia; Hubatsek, Julie; Covine, Virginia; Platt, Emma; Cocozziello, Dorothy A.;
Buchanan, Nadine; Thompson, Paget; Cox, Lisa; Carlyon, Susan

Subject: Updated business case - Qwest deal

Attached is the updated DRAFT business case for the Qwest deal. The deal consists of six
components:

1. Vienna - Prague extension

2. Helsinki extension
3. TAT 14 backhaul in (France)

file://DACarey arrett Fitzpatrick 07182002\EMAIL\0000000000..A000000001C03 172.HTM 9/21/02
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4, Southern Cross backhaul (US)
5, Frankfurt - Eschenfeld DF
6. GNO - like wavelength purchase

The case assumes.the components are part of a packaged deal and only available in this bundle;
therefore, the financial value of the total deal is the relevant decision factor. To provide a valid
analysis, the related Q1 Qwest deal elements were incorporated and the additional network extension
capital components for the network extensions have been included. To identify the total deal value,
we separated the Vienna - Prague extension from the other components and analyzed it against the
original business case for that extension.

This deal improves the original Vienna - Prague extension economics by $ 5M, but the NPV for that
segment remains negative $ 36 M. The business case for all the other components (2 - 6 above) hasa
positive NPV of § 39M bringing the NPV for the overall case to positive $3.4 M. There are
considerable assumptions and risks that are outlined in the attached summary. The case needs to be
updated in the morning based on validation of the Helsinki market forecast and the capital required
for optronics. The current Helsinki market forecast represents the revenue required to drive a positive
business case.

John

From: Walsh, David

Sent: Tuesday, June 26, 2001 4:10 PM

To: Casey, Tom; Perrone, Joseph P; Cohrs, Dan; GRIVNER, CARL; Dawson, S. Wallace; Wright,
Robin; Joggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Gutierrez, Matthew; Longo, John;
Alavanja, Peter T.; Wong, Joey (Wen Hai)

Cc: Manske, Patricia; Hubatsek, Julie; Covine, Virginia; Platt, Emma; Cocozziello, Dorothy A.;
Buchanan, Nadine; Thompson, Paget; Cox, Lisa; Carlyon, Susan

Subject: Conference Call

Given that we are days away from the end of the quarter and we are in various stages of negotiations
and business case development, I thought it would be helpful to have a conference call Wednesday
and Thursday afternoons to get everyone up to speed and expedite the approval processes. Please join
us at the following times:

Wednesday: 5:00pm EST
Thursday: 6:30pm EST

Domestic: 1-800-232-0360
International: 1-303-633-6223
Passcode: 6022461

Thanks for your help.

David

file://D:\Carey arrett Fitzpatrick 07182002\EMAIL\0000000000...\000000001C03 172HTM  9/21/02



150

CONFIDENTIAL

From: Casey, Tom

To: Joggerst, Patrick

CcC: )

BCC:

Subject: 2H '01 Forecast
Date: 7/14/2001 12:48:33 PM

Attachments:

Parrick - The Carrier group is missing it's revenue numbers badly and it's forecast forthe 2nd Half
keeps getting worse. While I know that you mostly focus on the big IRU deals, I need you to figure
out what is going on in the rest of the group and identify some specific actions that will increase the
revenue over the rest of this year. If there are actions that other parts of the company need to take, be
prepared to identify them. We can't do well - or even acceptably - with such a big part ofthe revenue
base declining - and, given the US and international reach we have, combined with the financial
instability and cap ex constraints of most of our competitors - I don't understand the reason for it.

1 do not want to hear about how your part of the businessis jus going to continue to erode when we
meet next week. I want to know what you guys are going to do to turn jt around - starting
immediately.

Forewamed is forearmed, as someone once said.

file://D:\59404_112\EMAIL\00000000000000011000000000CA2ECSF hitml 6/21/02
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PERSONAL AND C ENT]

August 6, 2001

Mr. James Gorton

General Counsel

Chief Ethics Officer

Global Crossing, Ltd.

360N, Crescent Drive

Beverly Hills, California 90210

Dear Jim:

P'm very disturbed by information I have received regarding cenain recent accounting
and financial reporting matters of both Global Crossing and Asia Global Crossing. I'm
concerned that investors and commercial bankers may bave been intentionally misled
about these companies’ Teported Cash Revenues, Adjusted EBITDA, Net Eammgs, etc.
during the three quarters ended June 30, 2001

My concerns fall into three areas:

1. Cash Revenue and Adjusted EBITDA of Global Crossing, and Proportionate
Cash Revenue and Proportionate Adjusted EBITDA of Asia Global Crossing,
are not measures of cash receipts or earnings and are misleading,

2. Amounts reported as Cash Revenues and Adjusted EBITDA may have been
falsely inflated by 1) including amounts for which cash had not been received;
and 2) structuring swaps or non-monitary exchanges of capacity as cash
transactions by “round tripping” the cash.

3. Certain expense accounting matters,

Cash Revenues and Adiusted EBITDA metrics are misleading.
As you know, Global Crossing’s revenues originally consisted of sales of capacity known
as Indefatigable Rights of Use (IRUs). Such sales-type eases were recorded as GAAP
revenue if they met the criteria for revenue recognition contained in the footnotes to the
_company’s financia) statements: 1) the purchaser obtains the right to use the capacity,
which can only be suspended if the purchaser fails to pay the full purchase price or fulfill
its contractual obligation, 2) the purchaser is obligated to pay OA&M costs, and 3) the
segment of a system related to the capacity purchased is available for service. Capacity
sales were generally for cash and circuits identified and provisioned to give the purchaser
the right of use.

Effective July 1, 1999 the FASB issued FIN 43 which resulted in sales of capacity being

accounted for as operating Jeases. Because Global Crossing continues to receive up-front
cash payments for sales of capacity it now books the revenue as “deferred revenue “on

-38- EXHIBIT B
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the balance sheet. To overcome the inconsistency with financial statements issued prior
to July 1,1999 the Company began focusing investor’s attention on two non-GAAP
measurements — “Cash Revenue” and “Adjusted EBITDA™. “Cash Revenue * was
defined as GAAP Revenue plus the cash portion of the change in deferred revenue.
“Adjusted EBITDA” was defined as operating income (loss) plus goodwill and intangible
amortization, depreciation and amortization, non-cash cost of capacity sold, stock related
expense, and the cash portion of the change jn deferred revenue, Readers of financial
statements were 1old that these amounts were comparable to results of operations of prior
periods. The Company told the financial community that the differences are due to
revenues from IRU sales that the company would have recognized as GAAP Revenue in
the period had Fin. 43 not been issued. 1 believe investment analysts and commercial
bankers continue to define these metrics in this manner.

When Credit Lyonnais Securities recently initiated coverage on Global Crossing, Rick
Grubbs noted in his assumptions that ** The accounting method used for capacity IRU and
dark fiber sales changed effective July 1,1999 following the FASB issuance of
“Interpretation No, 43" on real estate sales. This interpretation holds that sales-type lease
accounting Will no longer be appropriate for this type transaction, whereby cash can be
booked as revenue in the period it is collected. Rather IRU’s and dark fibersales should
be accounted for as operating leases, where up-front cash revenues are recognized as
GAAP revenues over a period of time — typically over the course of 20 - 25 years.” -

He assumed in his model that “Global Crossing will collect around $2 billion in cash
from IRU sales in 2001” and included such amounts in “Cash Revenue” and “Adjusted
EBITDA”. This explanation has been universally accepted by al] of the financial analysts
following the company. See also UBS Warburg’s Credit Research Report on the
Company dated June 29, 2001. Adjusted EBITDA is also used by the Company’s
commercial bankers to determine the amount of debt the company can service and is used
in financial covenants of the company’s major financing agreements. ’

In the quarter ended March 31, 2001 the earnings announcement headline was “Global
Crossing’s Pro Forma Recurring Adjusted EBITDA up 43% and Pro Forma Cash
Revenue up 39% from first quarnter of 2000”. This is typical of other quarterly releases.
Cash Revenue and Adjusted EBITDA are the primary focus of the company’s financial
communications.

What do these metrics mean?

1. CashRevenue - :

a. Isit cash? No. The underlying GAAP Revenue is on the accrual basis of
accounting. To arrive at “cash” the underlying GAAP Revenue must be
adjusted for changes in accounts receivable giving rise to the GAAP
Revenue. Consequently “Cash Revenue” is not the measure of cash
receipts it is purported to be.

b. Is it Revenue for the period being reported? Originally it was intended to
be a measurement of GAAP Revenue as it would have been calculated
prior to the i of Fin43. Ir h as other types of future service

~40-
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revenue and cash receipts from sales in prior periods may now be included

in Cash Revenue it is no Jonger consistent with the original concept and

would not be considered “Revenue” for the period.
' 2. Adjusted EBITDA -

a. Eamnings before Interest, Taxes, Depreciation, and Amortization
(EBITDA) is a measure of cash flow earnings before certain expense
items. Adjusting EBITDA for the “change in cash Deferred Revenue”
from IRU sales was consistent with the original concept of Cash
Revenue noted above in 1.b. This theory falls apart when “cash
deferred revenues™ for future services and payments from sales in
prior periods are included because such revenues are not eamed
during the period. They will be eamed when the service is provided.
Furthermore, there is no consideration given to future out-of-pocket
costs 1o perform such services. For example, Asia Global Crossing’s
earnings release for the quarter ended June 30,2001 indicates that
$50.1 million in prepayments for future services are included in Cash
Revenue and Adjusted EBITDA. The Company may have received a
cash prepayment but it is not “Revenue’ and it is not “Eamnings”.

The deception has been very subtle. It appears that at some point the adjustment for
“change in cash deferred revenue” began to be applied literally. It no longer mattered
whether the cash was due to IRU sales that previously would have been GAAP revenue
in the period. The Company never explained to the financial community that these
metrics included increasingly greater amounts of cash receipts for future sales and
services. I don’t believe the commercial banks would knowingly include such amounts in
their calculations of Adjusted EBITDA for the periods. They are not “earnings” that can
be used to service debt. Consequently I’'m concerned about the Company’s compliance
with it’s debt covenants.

I’'m concerned that these metrics have become very misleading inasmuch as they fail to
measure up to the perception that they measure cash receipts cash flow earned in the

period.

Concems regarding inflated amounts of “Cash Revenue” and “Adjusted EBITDA”

During the year ended December 31,2000 and six months ended June 30,2001 it appears
that it became more and more difficult for the Company to meet Wall Street’s
expectations of Cash Revenue and Adjusted EBITDA each quarter. Competition was
increasing as additional cable systems became ready for service and prices of capacity
continued to plummet. Customers knew if they waited until the end of the quarter they
could negotiate significantly better deals. As a result I've been told that practically all of
the deferred revenue transactions occurred in the last two - three days of each quarter. In
many cases the routes were not identified and there was insufficient time to provision the
circuits that had been identified. It appears that each quarter increasing amounts of cash
deferred revenue came from transactions other than IRU sales that would not have been
reported as GAAP Revenue prior to the issuance of Fin 43.

-41-
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Possible examples include cash receipts from:

1. IRU sales that would not meet the criteria for revenue recognition in the
period because either 1) the network is not complete, 2) the purchased
capacity routing has not been designated by the purchaser, 3) the customer is
not billed for OA&M, or 4) the purchased capacity has not been provisioned
and therefore not available for the customers use.

. IRU sales of prior periods.

. Prepaid OA&M services to be performed over the 20-25 year life of the iease.
. Prepaid telehouse rents.

Prepaid Conferencing services.

. Prepaid telecommunication services.

ow ok wN

Many of these deferred revenue items are for executory contracts for future services. The
Company will incur substantial out-of-pocket expenses in fulfilling these obligations in
future years. Such costs are ignored in the calculation of Adjusted EBITDA.

It also appears that many IRU sales during the first and second quarters of 2001 are
conditioned upon the company having to buy capacity from the customer. It appears that
certain transactions may have been structured as cash transactions rather than swaps or
non-monetary exchanges 10 show greater amourtts of Cash Revenue and Adjusted
EBITDA. By having the cash change hands (“round tripped”) it appears that the “sale” is
generating positive cash flows. Furthermore the capital expenditure is ignored. It is a win
- win for both parties to the transaction because they can each show positive “Cash
Revenue” and “Adjusted EBITDA” and their cash balances remain the same. The only
negative is that the “purchase” increases capital expenditures. These types of transactions
must raise questions about pricing and possibly the use of the acquired capacity.

1 have been told that over 80 percent of the change in cash deferred revenues in the first
two quarters of 2001 resulted from swaps or non-monetary exchanges for which the cash
may have been “round tripped” ( There may be one transaction in the guarter ended
March 31,2001 where the gross amount of the sale transaction was included in cash
deferred revenue although only the net amount of cash changed hands). In other words
less than 20 percent of the change in cash deferred revenue is new cash that the company
can use to pay down debt or fund operating expenses. As you know these amounts
became 50 material in the quarters ended March 31 and June 30, 2001that the earnings
release contains language describing certain purchase commitments in the quarters.

In the second quarter eamnings release it was reported that over $1.1 billion of carrier
IRU sales was reported in the first two quarters. ] believe this may include other types of
prepaid revenue for future services and cash receipts from sales in prior periods.

Concern about accounting for certain expenses

1 have also been made aware of certain accounting issues regarding Company expenses
that should be investigated including 1) the deferral of 1999 cost of access expenses to
December 31,2000 (and offsets); 2) the capitalization of IT Integration costs during 2000, .

-42-
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and 3) the capitalization of the operating lease for the Madison, New Jersey office
complex in May, 2001

JHim, this is a very complex issue that needs to be addressed. As an employee and 2
shareholder of Global Crossing I believe that a thorough investigation of all the facts
should be underiaken and that appropriate action be taken immediately to correct any
improprieties. ] feel strongly that neither Dan Colurs nor Jee Perrone should be involved
in the investigation. Furthermore Joe Perrone and Arthur Andersen may have a conflict of
interest inasmuch as he was the Engagement Parmer on Global Crossing prior 10 joining
the Company.,

T am available 10 meet with you or whomever you feel is appropriate to discuss specific
details regarding my concerns, i :

Sincerely,

Roy L. Olofson
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Manske, Patricia

From: Walsh, David

Sent: Monday, August 13, 2001 5:68 AM

To: Fitzpatrick, Brian; Joggerst, Patick; Nash, Chris .

Ce: N Casey, Tom; Galfaso, Ines; Lukeroth, Nicole; Albright, Jennifer; Hasenstab, Jennite,
Subject: RE: Big Deal Baitle Plan

Bood idea - see you tomorrow at 8:00 am est.

David
From: Wash, Chris
Sents Monday, August 13, 2001 213 AM
Tor ‘Walsh, David; Fitzpatrick, Brian; Joggerst, Patrick
Ce Qasey, Tory; Galfaso, Ines; Lukeroth, Nicole; Albright, Jennifer

Subject: RE: Big Deal Battie Plan
Guys

1 am putting three members of my team onlo this between today and Thursday
night {working on the “profile work” initially} assuming that the next
meeting will be Friday moming Pacific time.

Any chance we could meet early tomorrow morning (8.00am Pine?) to
co-ordinale, check we are not overlapping and brain-storm a bit fo squeeze
the juice between your effort and possible Corp Dev initiatives for the

Friday meeting? Clearly one of the objectives is to document everything that
is already being done and has been done.

Chris

» ——Original Massage-——

>From:  Walsh, David

> Sent: 10 August 2001 22:16

> To: Fitzpatrick, Brian; Joggerst, Patrick

> L CockPCG, Lodwrick; Casey, Tom; Huisman, Wim; Legere, John; Clayton,
> Joseph; Nash, Chris; Winnick, Gary; Rios, Jose Anlonio; GRIVNER, CARL;

> Webster, Rob

> Subject Big Deai Battle Plan

>

> Pafrick and Brian;
>

> We nead to put @ battie plan together on ths accounts listed below,

> Winnick wants to make sure we are putting the right amount of energy in
> the right places. We need an overall plan for each of the following "A"

> accounts:

>

> France Telecom - assisted by Tomn Casey

> C&W - assisted by Carl Grivner and Chris Nash

> Telephonica - assisted by Jose Antonio

> Teleglobe - assisted by John Legere

> Beil South - assisted by Lod Cook

> Verizon - assisted by Tom Cagey

> Worldcom - assisted by Gary Winnick and John Legare

> DTAG - assisted by Wim Huisman and Joe Clayton

-

> We need some out-of-the-box thinking and a real team effort. We alss nesd
> to put together a list of "B” accounts. 1 would fike to hear your

> thoughts on who should be included on that fist, Wy suggestion would be
> to include the fikes of Enron, ] Paso, Level3 and Telmex. Please frame

1
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» out these accounts into simple one page deal summaries that can be used
> for disclssion purposes at our next Executive meeting.

>
> David
>

CONFIDENTIAL TREATMENT REQUESTED BY DEBEVOISE & PLIMPTON GXvCAS-OOO' ,
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.URGENT -- TIME SENSITIVE -- NEED YOUR VIEWS TO SUPPORTING BIG DEA LPage 1 of 2

CONFIDENTIAL

From: Joggerst, Patrick

To: Higase, Ted; Young, Chris (AGC); Delorimier, Jami; Urmanowicz, Thomas; Ault, John;
Mercogliano, John; Stukart, Marina; Ferdinand, Christoph; Bosch, Frits; McKenna, John J. (SAC,
Miami); Thieme, Douglas; Maccheyne, Barry; Gascoigne, Linda; Rydzynski, Todd; Sgroi, Tony;
Altaji, Omar A.; Thompson, Paget

cC:

BCC:

Subject: URGENT -- TIME SENSITIVE -- NEED YOUR VIEWS TO SUPPORTING BIG DEAL
PLANNING FOR SELECTED ACCOUNTS!

Date: 8/14/2001 8:44:21 AM

Attachments:

Team,

Gary Winnick, Tom Casey and David Walsh have asked Carrier sales and
Corporate development to work together to come up creative deals that we can
tee up for 3rd and 4th quarter this year. I need you to get back TODAY with
as much specific information as possible on these accounts. The corp
development team is working on the corporate overviews, strategic and non-
strategic assets that they hold and their financials.

What I need each of you to do is to summarize:

1. Business that we do with this customer (what we spend with them, if
anything; and what they now spend/have spent with GC)

2. Offers that we have out to them at present (as much detail as you have
.- at a minimum: what are we selling, when do they need it, what it, how
much revenue, any specific extenuating circumstance (like reciprocity)

3. Other creative ideas that you think might peak THEIR interest (anything
that they have asked for in the recent past -- do not edit out the parts
that you think GC would be interested in).

4. Who are we positioned with in the company, and your take on who the
decision maker/influencers are.

The following is the list of targets that will be further sorted based on
your input. ] have also taken the liberty of assigning who I'd like to be
primarily responsible to get this info to us, and who they need to touch
base with (the "lead") person is in CAPS.

PCCW/Reach: TED, Jami

NTT: TED, Jami
Singtel: TED, Jami

file://D:\Patrick_Joggerst From_To_CC_ CC_inside_SEC\EMAIL...\000000000D3 E57E.htm 7/2/02



159

ot UR’G}‘ENT -- TIME SENSITIVE -- NEED YOUR VIEWS TO SUPPORTING BIGDEA Page 2 of 2

AT&T: TOM U., Patrick

British Telecom: JOHN AULT, John M.

France Telecom: MARINA, Christoph, John M., Frits, Brian
C&W: JOHN AULT, John M, Chris

Telefonica: JOHN MCKENNA, Patrick

Telecom Italia: JOHN M., Patrick

Teleglobe: JAMI, Dong, Brian

KDD: TED, Jami

Sprint: BARRY MC, Jami

Bell South: BARRY MC, Omar

WorldCom: TOM U/LINDA G., John M., Patrick

Verizon (incl. FLAG): BARRY, John M., Tony S., Brian, Jami
DTAG: CHRISTOPH, Frits, Brian

LEVEL 3; JAMI, Doug, Patrick

Enron: TODD R, Tony S., Patrick

Thanks for your QUICK turnaround on this!!!
Patrick

file://D:\Patrick_Joggerst From To_CC_ CC_inside_SEC\EMAIL..A\000000000D3 ES7Ehtm 7/2/02
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CONFIDENTIAL

From: SHERMAN, STEVE

To: Wright, Robin; Thieme, Douglas

CC:

BCC: -

Subject: KPN/Qwest Big Deal #'s and Qwest 3rd Qtr deal {F}
Date: 8/24/2001 1:52:06 PM

Attachments:
QwestSACPACMexicoPricingProposal8-1.xls

Robin/Doug,

With respect to the $75million Qwest is interested in purchasing on SAC in 3rd Qtr, I have attached a
copy of the most recent proposal I had submitted to Susan,Denise, and Bill Heil Qwest in the beginning
of August for your convenience.

Regards,
Steve S.

STEVE SHERMAN wrote:
Robin,

I've been pondering that question myself along with Doug for the last few weeks and aside from maybe
$1-2million in Europe, and $5million in Dark Fiber SA-Monterrey that we could buy, its going to be
tough to find $75M in stuff . :

1 think we should discuss this as a team and agree on strategy, and more importantly obtain answers to
the following questions; 1.) what would we buy(what, where, and how much)?{this is mostly answered
already], 2) How bad does GX need this reciprocal deal with respect to revenue this quarter? , and 3) Do
we want to continue on a course of dollar for dollar reciprocal deals with Qwest, when clearly GX has
more of what Qwest wants to buy from us , vs GX needs/wants from Qwest?, (when or do we ever put a
stake in the ground)

Doug and I have discussed this, and definitely we should all get together and agree on how to tackle this
one.

Thanks,
Steve S.

"Wright, Robin" wrote:

Susan told me Greg is ready to write a check for 75 million this quarter for
capacity on SAC. What the hell are we going to buy?

Sent from my BlackBerry Wireless Handheld (www.BlackBerry.net)

file:/N\COMMERCE\common\O&I\global%20crossing\194%20-%20Robin%20WrighnEMAIL 5/23/02
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460004402: follow up from 8/24 meeting on 2001 Revenue targets{F}

CONFIDENTIAL

From: Tingley, Jon B.

To: Walsh, David; Walsh, Bill

CC:

BCC:

Subject: follow up from 8/24 meeting on 2001 Revenue targets{l
Date: 8/30/2000 5:44:19 AM

Page 1 of 4

Attachments:

FYL
Jon

> wa=--Original Message-----

> From: Breauninger, Gary

> Sent: Wednesday, August 30, 2000 835 AM

> To: Wright, Robin; Tingley, Jon B.

> Cc: Joggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Catherwood,

> Glenn; Marshall, Ellen B.

> Subject: RE: follow up from 8/24 meeting on 2001 Revenue targets

>

> Robin,

>

> Thanks for the input, as usual I den't disagree with your points. The

> good news is that you are reading the chart right. The bad news is that

> the number is as high you indicate. If you recall, we originally had a

> view much meore heavily weighted towards Leases for all Business Centers
> not just North America. However, as we received input from the original
> assessment in July, from the Product reviews in August, etc. David Walsh
> indicated we need to still rely heavily on IRUs as we ramp the recurring

> portion of the business.

>

> A few clarifying points:

>

> Of the $820M, ~$90M is OA&M which is probably light given the carryover
> effect from 2000 (current run rate $60M-+). Of course some of that target
> is from 2001 sales. The view for IRUs (excluding GCNA in each case)

> ranged from <$§600M to upwards of $700M based on the different scenarios we
> reviewed and then this view at the $800M plus. Just to give you the macro
> picture, the overall bucket across GBLX ranged from 2.2B to 2.5B to this
> view of 2.8B. The idea was to plan for the need to subsidize the

> recurting revenue/ebitda now and not as a firesale before each quarter end
> as we see we are not making our targets. Even with the current suggested
> mix, we still miss recurring EBITDA and Revenue targets but meet Adj.
> EBITDA and Cash revenue targets. The reason for these calls is to work

> through these issues as the mix becomes more and more critical to solving

file://D:\David Walsh 2000 PST 07152002\EMAIL\00000000..1000000001 6 1C32.HTM
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> the external metrics. In addition, given the cepital constraints, we are

> also trying to solve for the biggest Cash benefit sales vs. Capital

> outlay.

>

> We are still showing a shift to leases. The discussion on our last call

> centered around what is the right mix. Currently, total units across all

> Regions is 64% IRUs 10 36% Leases targeted for 2001, which comnpares to 72%
> IRUs 10 28% leases for units in 20600. The revenue split is roughly 77% to
> 23% IRUs to leases respectively targeted for 2001 vs 84% and 16% in 2000.
> In addition, Wavelength and Dark fiber throw a kink into the mix as we

> have sold a lot of DF in PEC in 2000 and wil} in other regions in 2001 and
> Waves become more significant. These two Products tend to continue to
> shift the weight towards "capacity” purchases.

>

> am not discounting your points, but what we are trying to do is

> proactively plan for the behavior that we now do in the last two weeks of
> the guarter, which to your point, only puts additional downward price

> pressures in the markel. If we understand the requirements ahead of time
> by quarter, by business center I would hope that would help to alleviate

> the fire sales.

>

> Lef's discuss in person when you have an opportunity. We clearly want

> targets that are achievable, drive the right P&L and capital impacts, but

> still NEED to MEET Wall Street expectations.

>

> Gary

>

>

-

> ----Original Message-----

> From: Wright, Robin

> Sent: Tuesday, August 29, 2000 5:41 PM

> To: Breauninger, Gary; Tingley, Jon B.

> Ce: Joggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Catherwood,

> Glenn; Marshall, Ellen B.

> Subject: RE: follow up from 8/24 meeting on 2001 Revenue targets

S

> Gary,

>1will be in route 10 a customer in DC tomorrow morning, but a couple

> of thoughts:

> * ] am very concerned about the number for IRUs here. From what 1

> see (and maybe I'm reading this wrong), if I take out $201M for GCNA, it
> Jeaves me around $820M for international IRUs for North America, If
>have a VERY good 4Q, I may make the original target of $573M for 2000. 1
> think a jump from there to $820M is unreasonable. We need to be realistic
> about the fact that there will be a great deal more competition in 2001.

> We will not be the only game in the Atlantic and Pacific.

>* We bave been raising this issue since 1Q: we are seeing a migration

> from IRUs to leases and the implications are huge. For comparison

> purposes, here is the breakdown over the last year:

file://D:\David Walsh 2000 PST 07152002\ EMAIL\G0000000..\000000001 6 1C32.HTM  9/16/2002
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>

> << OLE Object: Microsoft Excel Worksheet >>

> * As you know, prices are dropping fast and, to some extent, we are

> our own worst enemy. When saddled with an unreasonable revenue

> expectations, we do the crazy deals at the end of the quarter. This, in

> turn, causes prices 1o drop which makes in more likely that we'll need to

> do another deal at the end of the next quarter. Case in point: We sold

> an STM32 to Qwest in 1Q for $92M. We needed the revenue, I know, but what
> we did was lower the price peint immediately from $6M to $4M.

> * ] know that we need to step up to growth and are willing to do it

> Again, 1 may be misreading the chart, but if the number is $820, we're way
> off base.

>
> Robin
> -..--Original Message-----

> From: Breauninger, Gary

> Sent: Friday, August 25,2600 4:54 PM

> To: Barker, Charles; Young, Chris; Joggerst, Patrick;

> Fitzpatrick, Brian; Wright, Robin; Madonna, Frank; Madonna, Frank J.;

> Reeves, Donna; Young, Chris; Mercogliano, John; Green, Darryl; Marshall,
> Ellen B.; Huisman, Maarten; Ercolano, Louis; Gruca, Joseph; Farrell,

> Richard; Kayatta, Paul J; Bosch, Frits; Ng, Alex; Walsh, Bill; GRIVNER,
> CARL; Wagner, Daniel; Meulen, Koos van der; HAHN, DONALD

> Ce: Walsh, David; Clayton, Joseph; Huisman, Wim; Sanchez, Diane;

> Muir, Donald; Winfield, Hank; Klug, Robert; Legere, John; Tingley, Jon B.;
> Amold, Richard; Horowitch, Jonathan; BARR, SUE; Scarpati, John;

> bwood@globalcenter.net’

> Subject: RE: follow up from 8/24 meeting on 2001 Revenue

> targets

>

> As a follow up to the discussion Jon Tingley led on 8/24 regarding

> 2001 revenue targets, attached you will find the updated revenue targets

> from one of the several scenarios we discussed. This view targets ~§500M
> in Revenue from Qutsourcing arrangements in 2001 as well as targeting an
> increased level of Data Capacity Sales.

>

> The intention of that meeting was to outline the possible approaches

> to achieving the 2001 revenue targets, On the call we reviewed several

> possible such scenarios and have centered on this view to now try to move
> forward to lock in on channel and product commitments for 2001.

>

> Attached are three files, the first is an excel file which outlines

> Product, Charmel and Geographical revenue targets for GAAP and Cash. The
> second powerpoint file has some backup and trend charts and the third

> excel file has pricing assumptions.

>

> Jon Tingley's office will be scheduling a follow up meeting next

> week 1o go into more detail on the attached. Any questions or

> clarification prior to then, please don't hesitate to call me at 973 410

> 8513.

file://D:\David Walsh 2000 PST (7152002\EMAIL\00000000..\000000001 6 1C32.HTM
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>

> Gary Breauninger

>

>

> << File: Rev Cir View - Outsource 4.xls >> <<File:

> Outsourcing$500M IRU Adj.ppt >> << File: Price Summary.xls >>
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CONFIDENTIAL

From: Wright, Robin

To: Walsh, David

cC:

BCC:

Subject: follow up from 8/24 meeting on 2001 Revenue targets{F}
Date: 8/30/2000 11:56:22 AM

Attachments?

David,

1 dropped off the call this morning, thought maybe the train noise was
interfering. Anyway, I am very concemned with the IRU number. I sent the
note below to Gary and Jon, and while I think they understand, I think the
IRU number ends up being the plug number in order to meet the street's
expectations. In addition fo the notes below:

* ] would like to have someone walk us through exactly how much

capacity we will have to sell (and the factory can presumably provision) and
what the impact of that is if the market moves from IRUs to leases. I would
also like to understand the growth rate they have factored in, in units,

given their price assumptions. Do we need to sell 50% more? Twice as many
STMis?

* There seems to be a disconnect between the Tingley budget and the
bottoms up NA one that Clayton supposedly approved. The difference for my
piece (my old piece) is around $200M. The number Brian submitted (I
believe) was $630M and Jon is showing $820M. Just to put that in
perspective, in order to make up that $200M, difference the team would have
to sell 417 STM1 leases on AC1 in January. Ain't gonna happen.

Robin

> wwee-Original Message-----

> From: Wright, Robin

> Sent: Tuesday, August 29, 2000 5:41 PM

> To: Breauninger, Gary; Tingley, Jon B.

> Ce: Joggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Catherwood,
> Glenn; Marshall, Ellen B.

> Subject: RE: follow up from 8/24 meeting on 2001 Revenue targets

>

> Gary,

> 1 will be in route to a customer in DC tomorrow morning, but a couple

> of thoughts:

> * I am very concerned about the number for IRUs here. From what I

> see (and maybe I'm reading this wrong), if I take out $201M for GCNA, it

> leaves me around $820M for international IRUs for North America. If I

> have a VERY good 4Q, 1 may make the original target of $573M for 2000, I
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> think a jump from there 10 $820M is unreasonable. We need to be realistic
> about the fact that there will be a great deal more competition in 2001.

> We will not be the only game in the Atlantic and Pacific.

> * We have been raising this issue since 1Q: we are seeing a migration

> from IRUs to leases and the implications are huge. For comparison

> purposes, here is the breakdown over the last year:

>

> << S>>

>* As you know, prices are dropping fast and, to some extent, we are

> our own worst enemy. When saddled with an unreasonable revenue

> expectations, we do the crazy deals at the end of the quarter. This, in

> turn, causes prices to drop which makes in more likely that we'll need to

> do another deal at the end of the next quarter. Case in point: We sold

> an STM32 to Qwest in 1Q for $92M. We needed the revenue, I know, but what
> we did was lower the price point immediately from $6M to $4M.

> * | know that we need to step up to growth and are willing to do it.

> Again, | may be misreading the chart, but if the number is $820, we're way
> off base.

>

> Robin

> -----Original Message-----

> From: Breauninger, Gary

> Sent: Friday, August 25, 2000 4:54 PM

> To: Barker, Charles; Young, Chris; Joggerst, Patrick; Fitzpatrick,

> Brian; Wright, Robin; Madonna, Frank; Madonna, Frank J.; Reeves, Donna;
> Young, Chris; Mercogliano, John; Green, Darryl; Marshall, Ellen B.;

> Huisman, Maarten; Ercolano, Louis; Gruca, Joseph; Farrell, Richard;

> Kayatta, Paul J; Bosch, Frits; Ng, Alex; Walsh, Bill; GRIVNER, CARL;

> Wagner, Daniel; Meulen, Koos van der; HAHN, DONALD

> Cc: Walsh, David; Clayton, Joseph; Huisman, Wim; Sanchez, Diane; Muir,
> Donald; Winfield, Hank; Klug, Robert; Legere, John; Tingley, Jon B.;

> Amold, Richard; Horowitch, Jonathan; BARR, SUE; Scarpati, John;

> bwood@globalcenter.net'

> Subject: RE: follow up from 8/24 meeting on 2001 Revenue targets

>

> As a follow up to the discussion Jon Tingley led on 8/24 regarding 2001

> revenue targets, attached you will find the updated revenue targets from

> one of the several scenarios we discussed. This view targets ~$500M in

> Revenue from Outsourcing arrangements in 2001 as well as targeting an

> increased level of Data Capacity Sales.

>

> The intention of that meeting was to outline the possible approaches to

> achieving the 2001 revenue targets. On the call we reviewed several

> possible such scenarios and have centered on this view to now try to move
> forward to lock in on channel and product commitments for 2001.

>

> Attached are three files, the first is an excel file which outlines

> Product, Channel and Geographical revenue targets for GAAP and Cash. The
> second powerpoint file has some backup and trend charts and the third

> excel file has pricing assumptions.
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>

> Jon Tingley's office will be scheduling a follow up meeting next week to

> go into more detail on the attached. Any questions or clarification prior

> 1o then, please don't hesitate to call me at 973 410 8513.

>

> Gary Breauninger

>

>

> << File: Rev Ctr View - Outsource 4.x1s >> << File: Outsourcing$500M IRU
> Adj.ppt >> <<File: Price Summary.xls >>
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CONFIDENTIAL

From: Winkler, Wesley

To: BECCE, JOE
cC:
BCC: N

Subject: Velocita Deal
Date: 9/4/2001 12:37:27 PM

Attachments:

Joe,

1 have been charged with the daunting task of figuring out how to sell the junk we obtained over the past
few quarters of reciprocal deals.

One of the deals is the Dark Fiber from Velocita. Did we receive a list of available routes from Velocita
in conjunction with the deal? IF so, please send it to me.

Thanks,
Wes

Wesley ] Winkler

Vice President Strategic Sales
7 Giralda Farms

Madison, NJ 07940
973-872-6663

Cell: 201-888-4420

Fax: 973-305-9707

file:/NCOMMERCE\common\O&email\1 91%20-%20Wesley%20Winkle\EMAIL\00000000 5/14/02



169

340348650: GAP Closing - 3rd Q IRU Deals

CONFIDENTIAL

From: Fitzpatrick, Brian

To: Walsh, David

CC: Joggerst, Patrick

BCC: Clayton, Joseph

Subject: GAP Closing - 3rd Q IRU Deals
Date: 9/6/2001 6:52:38 AM

Attachments:

Page 1 of 2

D. Walsh-

As of today (Sept. 6th) the high end of the working IRU sales number for the 3rd quarter will be
$100-$125M. Given that we have a target of approximately $725M, we obviously have a huge gap.
After many discussions with the team we have identified the following deals that, if consummated

could contribute to closing the $600M gap.

No one on the team is suggesting that we enter into any of the following deals under normal operating
conditions. Each of the deals require almost a 1:1 reciprocal purchase on our behalf. We will need to
align upwards of $500-600M in cash to execute the following. The first is what the respective carrier
is interested in purchasing from GX followed by what they are requiring GX to purchase from them.

These deals are in addition to the $100M being worked.

N. America: Deal Points Approx. Cash Value:

1. L3 EAC vs. US backbone $400M

2. Qwest SAC vs. ? $75-100M

3. Teleglobe EAC vs. ? $30-50M

4. WorldCom EAC vs. Austr-Japan $30-50M
5. FLAG PC-1 vs. ? $50-80M

6. Florida Power ? vs. FL capacity $25-50M

1. Emergia Miami-Lon vs. 10G SAC $25-50M
2. IMSAT Andean vs. ? $25-35M

1. CNC creative financing deal $23M
2. NAVA sing-Austr. & Marine $30M

Europe:

1. Cable & Wireless ? vs. J-US $80-100M

file://E:\13 Rochester Names\EMAIL0000000000000001\0000000014494FFA HTML
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340348650: GAP Closing - 3rd Q IRU Deals " Page2of2

I would like to have a discussion with you about our strategy for this quarter. I'm not sure what
incremental value we will gain by doing any of these deals given our current Mkt. position?. These
are all mostly bad deals that are going to eat into our cash position.

It is important for you to know that many members of our senior (carrier) team have approached me
looking for guidance when it comes to these 'type’ deals. They are very concerned that, (1) we have
entered a stage that we might not be able to recover from, and (2) they will become labelled some
how as the one that did 'that’ deal. I know that we are operating in some of the hardest times of our
careers but we need to make sure we do not destroy the team that got us here at the same time..... lets
discuss.

In an effort to keep all of the resources focused on closing the identified $600M gap I have instructed
everyone to continue to work each of the deals defined above as if we are going to close them by
30/09/01.

Please give me a call to discuss.

Brian

06.09.01

+44 (0)207 904 1812 (Office)

+44 (0)207 904 1804 (Zoe Forrest, PA)
+44 (0)207 904 2722 (Fax)

+44 (0)777 096 0345 (Mobile)
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213»0000]4: 3Q opportunity tracking -- For your eyes only Page 1 of 1

CONFIDENTIAL

From: Joggerst, Patrick

To: Yaremko, Robert; Delorimier, Jami; Wright, Robin
CC:

BCC:

Subject: 3Q opportunity tracking -- For your eyes only
Date: 9/10/2001 1:17:13 PM

Attachments:

Q3 Updatel - Sept 10.xls

Robert,

Here is the revised version of the report prepared by Robin capturing scenarios on how we might be
able to get the qtr done -~ David thought the revised goal should be $650M -- please check with Joe
Perrone that this works for the corp. overall. Some of these opportunities we may not discuss in great
detail, if at all, on the morning calls. BUT -- we need your input for revenue recog!

Thanks,
Patrick

<<Q3 Updatel - Sept 10.x1s>>
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CONFIDENTIAL

From: Wong, Joey (Wen Hai)

To: Yaremko, Robert; Gutierrez, Matthew
CC:

BCC:

Subject: gtr end deals: Pegasus case{F}
Date: 9/25/2001 7:59:33 AM

Attachments:

Robert,

Right now, the only one we have is the Pegasus one. The problem with the other deals is that sales
folks don't know what exactly they're getting and product guys haven't figured out what to do with
those assets and GNO buckets, so this business case guy is stuck since there's no direction given.
‘What makes it worst is that a lot of the assets we're getting, I don't think we can justify them (e.g. the
cases will be NPV negative). For example, by the time we're selling the transatlantic waves from the
dishnet deal, we'll be losing around $1M-$2M per wave and that's before I even account for the P&L
expense items. I wish this company just come clean with the Street regarding our guidance. This
swap crap is going to kill us in the long run and I'm personally very fed up with this business case
garbage. If the cases are not some required documentation for revenue recognition purposes, I suggest
that we kill these case requirements or loosen the expectations on them. Enough whining on my part.
Am working a case for Emergia and will pass it along once the draft is completed. Someone else is
working one for Sita Equant and will pass that along when completed. Matt, per Gary and others’
input, I'm not going to waste my time reviewing the cases from AGC.

I'm working in the Pine St Office, so the best way to reach me is via email or cell (number below).

Joey Wong

Global Crossing

(T) +1 973-410-8527

(C) +1 973-722-4932

(F) +1 973-410-8510

(E) IJXWong@GlobalCrossing.com

file://D:\59404_110\EMAIL\00000000000000011000000000C 21F89.html 6/18/02
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CONFIDENTIAL

From: Cali, Jim

To: Wright, Robin

CC: Walsh, David

BCC:

Subject: Qtr End Deals{F}
Date: 9/26/2001 2:08:36 PM

Attachments:

Robin,

If we are moving ahead with these deals regardless of the product management input that's fine then I
don't see why we are being asked what capacity we need in all these regions if the input is disregarded
anyway. All they are doing is replying to inquiries we are receiving. It has been driven home we are
going to be the group responsible for margin and revenue and it appears the individuals are just
informing you of the "real" reality of what these deals mean to us at the end of the day. 1 have already
spoken to Dave and know that we are moving ahead and will inform the team of that.

1 am in office if you are around.

----- Original Message-----

From: Wright, Robin

Sent: Wednesday, September 26, 2001 1:56 PM
To: Cali, Jim

Cc: Joggerst, Patrick; Walsh, David

Subject: RE: Qtr End Deals

Importance: High

Jim, tried to track you down but your door is closed. You need to get on your team right away about
this. They are inundating the sales team with their opinions about the deals and frankly, we are WAY
100 far down the road to let everyone weigh in on these. We have tried to include people all along and
are now in the position where we have to leave it to sales to do the best deal possible. As far as we
know, the decision has been made to figure out how to make our quarterly commitment and that we
are not backing away from any deals on the table. If you or your team have different direction, this
would be an excellent time to let us know. Otherwise we need to proceed and let the senior
management team make the final call at the nightly reviews. I'm around to discuss. Let's you and I
figure out how we get sales the information they need in a constructive and efficient way. Thanks for
your help.

Robin
----- Qriginal Message-----
From: Thompson, Paget On Behalf Of Joggerst, Patrick

Sent: Wednesday, September 26, 2001 1:07 PM
To: Walsh, David; Wright, Robin; Cali, Jim
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Subject: FW: Qtr End Deals
Importance: High

There are a string of emails that will effectively KILL the Qwest, Dishnet/Siva and Tycom deals ...
here is my personal favorite.
These deals represent ~$450M of our attempt to get to $675M in revenue. Someone needs to fix this -

From: Palma, Tony

Sent: Wednesday, September 26, 2001 11:09 AM
To: Morris, Charles

Cc: Joggerst, Patrick; Cali, Jim; Alavanja, Peter T.
Subject: Qtr End Deals

Importance: High

Chuck, I spent an hour w/ Rich Mondello last night discussing GX network needs. I briefed Pete
Alavanja this AM for business planning purposes. I asked him to work with you and Rick Ford, as
well as Joey Wong. I can elaborate as needed, but here's the net summary.

Trans-Atl- capacity stock-out 4Q02. network groom or initial 80Gig 360 take-down extends stock-out
to 4Q03. Current GX legal position is that we will receive 360 capacity. Network team believes we
can mitigate risk by purchasing 4-6 protected waves, if we can pay $4-$5M per. Tyco previously
quoted Rich $5M per and indicated we could negotiate to <$4M per. At $7M, the business case and
NPV is upside down. , Product Mgt and network view support 4-6 protected waves at <§5M per
(Joey/Pete modeling to ensure NPV neutral+).

Trans-Pac- capacity stock-out in 2005. We do not need additional capacity here. Network will model
opportunities to see if they add value for forecast/capacity risk (ie mesh network creation).

There also appear to be some other smaller opportunities in LA (Maya...) to pursue. We will work
with you to evaluate opportunities as they arise, but I wanted to share the discussions from last night.
Network & GPM recognize the objective and challenge in meeting our 3Q cash target, but want to
focus opportunities as appropriately as possible given requirements, capex,...

TP

From: Morris, Charles

Sent: Wednesday, September 26, 2001 1:02 AM

To: Ford, Richard (Rick); Wong, Joey (Wen Hai); Luczak, Robert M.

Cc: Joggerst, Patrick; Delorimier, Jami; Mondello, Richard; Alavanja, Peter T.; Higase, Ted;
Erickson, Scott

Subject: Atlantic and Pacific Purchases

Importance: High

Ok...here's the assumptions I would use in these business cases....

Purchases Summary (as of yesterday anyhow)
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Quwest - 4 linear 10 Gbps waves on Flag Atlantic (2 on each of 2 diverse routes) - This one may
change.

Dishnet - 14 linear 10 Gbps waves on Tycom Atlantic (7 on each of 2 diverse routes)

Tycom - 44 linear 10 Gbps waves on Tycom Atlantic (22 on each of 2 diverse routes) all of which are
portable to the Pacific for waves (maybe fiber)

Qwest and Dishnet Business Case:

Need to prove in the Qwest and Dishnet purchases on expected demand/revenues including our
current and anticipated inventory for the Atlantic. You should have the demand and the current
inventory and I think we need at least part of this for near term requirements for diversity. For future
inventory, I'd assume we get the 360 Atlantic capacity conservatively by the end of 2002.

Tycom Business Case:

Need to prove in the Tycom purchase based on the Atlantic as above if possible. Otherwise, look at
proving it in for the Pacific. If we have capacity there, we'll have to look at the value of the Mesh
Network. Either use Lisa Dadouris data points, or Jami Delorimier has some info on cost reductions
from the mesh network. Of course, I think that only helps us on the services side of the business, not
the wholesale side, but product management can comment further.

1 think that's the approach you should take, any other thoughts?

Chuck Morris

Director of Business Development
Global Crossing Development Company
973-410-8619 - Madison

212-658-8259 - New York City
cmorris@globalcrossing.com
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64140208: Qwest deal into Scandinavia{F} Page 1 of 2

CONFIDENTIAL

From: Joggerst, Patrick

To: Walsh, David; Wright, Robin

CC:

BCC:

Subject: Qwest deal into Scandinavia{F}
Date: 9/27/2001 6:53:37 AM

Attachments:

1 am not kidding - I can't work like this where everyone is now in the mode to cover their ass by
documenting opinions.

Patrick

Sent from my BlackBerry Wireless Handheld (www.BlackBerry.net)

----Original Message-----

From: Fitzpatrick, Brian <brian.fitzpatrick@GlobalCrossing.com>

To: Bosch, Frits <FBosch@GlobalCrossing.com>; Mercogliano, John
<IMercogliano@GlobalCrossing.com>; Ferdinand, Christoph <CFerdinand@GlobalCrossing.com>;
Joggerst, Patrick <PJoggerst@GlobalCrossing.com>; GRIVNER, CARL
<carl_grivner@globalcrossing.com>; Metcalf, Phil <Phil Metcalf@GlobalCrossing.com>

Sent: Thu Sep 27 03:36:40 2001

Subject: Qwest deal into Scandinavia

To all:

I received a call this AM regarding the Qwest deal, specifically regarding our interest for swap
capacity into Helsinki. I want to make sure we are all operating from the same place. We do NOT
need any capacity into Scandinavia. We currently have invested $80M+ into this region and have no
customers. To tell ourselves we will take this capacity into inventory will add value to our efforts of
yielding a return on the investments we have already made is not what we want to do.

If we determine that we need to execute a deal with Qwest for $X3XXM, then we should do it with
our eyes wide-open, after we have had the chance to evaluate all of the pros & cons of the deal.

Do not mask a business plan to justify an ugly deal.

B. V. Fitzpatrick

+44 (0)207 904 1812 (UK Office)
+44 (0)777 096 0345 (Mobile)

+44 (0)207 904 2722 (Fax)

brian. fitzpatrick@globalcrossing.com
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From: Mohebbi, Afshin
Sent: Friday, February 09, 2001 10:23 AM
Ta: Cesay, Gleg

Subject RE: Q1 IRU Forcast

bless you my maniiil

we probebly will eat alf of this and then some

Adshin

~—Original Messag e

From: Lasey, Greg
Sents Friday, Febrvary 08, 2001 2:56 AM
Toi Mohebbi, Afshin
Subject: FW:Q1IRU Forcast
Imporience: Hgh

1his doesnt include reguisted inus and some more intermational

—m-ONigInE) MessHgemen

Fromi Dation, Joe

Sentt Fricay, Febrary 09, 2001 £:33 AM

To: Cesey, Greg

Subjects Ot IRU Forcast

CE&W {Move} $197.568
CEW $50,000,000
Globst Crossing $25,005,000
Giobal Crossing Wavelength $13.878.983 Q4
Singapore Telecom $6,580,454 Q4
Winstar $15,000,000
MFN $£.376,000
intirg $20,848,472
Tenn indep. Telecom Gip $6,451,200

Telstra $3.900.000
Alitel $30,000,000
Telegiobe $50,000.000

Total $211,241,000

QEC 069149
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Fromi Mohebbi, Afshin

Te: Casey, Greg

Subject: RE: Non-monstary transactions.
Date: 05/710/2001 06:40:03 PM EST

we go t to get to the bottom of this thing fast work wiht the master, mr.
eveleth

—weeOrigingl Messagewe——-

From: Casey, Greg

Sent: Thursday, May 10, 2001 4:14 EM
To: Mohebbi, Afshin

Subject: FW: Nen-mepetary transactions.
Importance: Righ

fyi-along the lines of cur previous discussion
~Original Message--———

From: Dalton, Joe

Sent: Thursday, May 10, 2001 4:11 FPM

To: Casey, Greg

subject: FW: Non-monetary transactions.

FYI - I*ve got a call inte Matthew for wiarification.

cmwweOriginal Messagme———=
Scott, Matthew

: Thursday, May 18, 2001 3:58
Fo: Dalten, Joe/Bischoff, Britt
Subject: Non-menetary transawgtions.

FYls

our €FO made a statement this morning that "thexe can be no non-monetary
transaction of any significance, ever again”. This mean any deal, even when
wixes are exchanged, were Qwsst purchases roughly similar amounts f£rxom a vendor
that we have sold an IRU ro. Her concerns are that the auditors have stated
that we will need to disclose those in our finencial releases, and that
disclosure will be expanded to show the total scope and volume of all IRY
transactions. She will not allcw that to happen.

I know this will be discussed at the weekly meetings.

gwest Communications

Matthew. Scott @Qwest.com
Dirsctor of Fimance

Strategic Transactions

558 17th Street, 3rd Floor
Denver, CO £0202

Confidential Treatment Requested by Fulbright & Jaworski L.L.P. QEC 194156
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office & Fax (303} 922-3263
Mehile (877) FON-MATT
ePager {877) 419-2475 or matthew scott@imcingular.com

Confidential Treatment Requested by Fulbright & Jaworski L.L.P. QEC 194157
™,
{
81-961 188 -
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From: Mohebbi, Afshin

Tor Casey, Greg

o) Eveleth, Bill

Bubject: RE: april sales

Date: 05/14/2001 06:43:0% AM EST

dont count on a reset right mow. 41 will talk to robin on the accounting rules.
bill is our guy in this area

afshin

wrwmeOriginal Messagewe---

From: Casey, Greg

Sent: Sunday, May 13, 2001 %:2B PM
To: Mchebbld, Afshin

Subjeat: RE: april sales

T think robin said that we werent going to de any more deals where we pick up
facilities at the same time somebody buys them from us, Our revenus looks
pretty good; we should hit 2 billion in recurzing, but we're going to have A
hard time making the guarter if we cant do any more deals Yo expand our network
as robin said., IRU's are becoming extremely diffigult to do. Worldcom will
happen at some level but if its not immediately bockable the quarter is in
jecpaxdy. Dalton, Chase, Halvorsom, Mckinney, Filip and Petrie are pulling out
the stops and I'm proud of them but we dent do the ascounting. Parsonally, my
aduice would be to reset expectations and put the best face on to wall streset
that we can. You have an opportunity with Jacobsen leaving to reposition this as
a recurring revenue business and if you dont take it now and make it succinet, I
think you run the risk of 3 feeding frenzy on the street.

————— Qriginal Messagew----—
From: Mohebbi, Afshin

Sent: Saturday, May 12, 2001 5:40 PM
Tor Casey, Greg

Subjeut: RE: april sales

mr. casey:

knowing what you know sbout this business, what do you think about the quarter?
can we make it. Business is in bad shape. they had a bad APril so then need a
ton of one time items tc make the quarter. we need the WCOM deal to cover most
of their gap. What do you think?

afshin

~———-Original Message---—-

From: Casey, Greg

Sent: Saturday, May 12, 2001 2:15 PM
To: Mohebbi, Afshin

Subjects RE: april sales

QEC 194316
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its a visible increase in cooperation from gilmore and weston

————— original Message-----

From: Mohebbi, Afshin

Sent: Saturday, May 12, 2001 11:10 AM
To: Casey, Greg

Subject: RE: april sales

good. this ithing is really coming together after certain elements left
thegame, huh?

Original Message
From: Casey, Greg
Sent: Saturday, May 12, 2001 S9:14 AM
To: Mohebbi, Afshin

subject: RE: 2pril sales

weston was actually pretty helpful; he understands and supports the concept of
msa's ala IBM and what we did with C&W.

-——--0riginal Message
From: Mohebbi, Afshin
Sent: Saturday, May 12, 2001 B:54 AM
To: Casey, Greg

subject: PE: april sales

no i will check back with my man eveleth

-Original Message-----

From: Casey, Greg

Sent: Saturday, May 12, 2001 6:39 AM
To: Mohebbi, Afshin

Subject: RE: april sales

ip is picking up too. Did you get any feedback on the "life after IRU's"
meeting?

--—--Original Message
From: Mohebbi, Afshin
Sent: Friday, May 11, 2001 5:38 PM
To: Casey, Greg

Subject: RE: april sales

not bad mr. casey!

send my regards to your team please
afshin

--=---Original Message---——

From: Casey, Greg

Sent: Thursday, May 10, 2001 10:24 PM

To: Mohebbi, Afshin
Subject: april sales

Confidential Treatment Requested by Fulbright & Jaworski L.L.P. QEC 194317
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agshin my guys had a pretty strong recurring sales month in april. see below.

greg

Rankings by Region 04/22/01-04/30/01
Central Subtotal (Shearburn) $781,398
West Subtotal (Peterson} $392,491
Southwest Subtotal (Griffin) $369,918
Southeast Subtotal (Prante} $298,831

Northeast Subtotal (Rivera) $160,613
OWEST House Accounts $22,932

Joe Comer (Strategic) $0

Grand Total fer Week $2,036,183

Rankings by Region Apr-01
Northeast Subtotal (Rivera)  $1,580,302
Central Subtotal (Shearburn) $1,485,470
West Subtotal (Peterson} $1,304,692
Southeast Subtotal (Prante) $1,018,295
Southwest Subtotal (Griffim) $715,618
QWEST House Accounts $111,576

Joe Comer [Strategic) $2,500

Grand Total for the Month $6,218,453 *rrarazarasas
YTD Rankings by Region 2001

Northeast Subtotal (Rivera) 6,049,820
Central Subtotal (Shearburn) 5,393,130
West Subtotal (Peterson) 5,077,872
Southwest Subtotal (Griffin) 4,980,722
Southeast Subtotal {(Prante) 4,031,828
OWEST House Accounts 247,970

Joe Comer (Strategic) 5,500

Grand Total for the Year 25,786,843

Confidential Treatment Requested by Fulbright & Jaworski L.L.P. QEC 194318
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From: Noyes, Frank T

Sent: Wednesday, May 16,2001 4:10 PM

To: Norris, William; Stout, Kimberly; ‘Jennifer Black’

Cec: Simard, Tana; Lau, Ross

Subject: RE: FW: FLAG - Qwest 2nd Qu 2001 Revised Propesal

Jennifer Black will be the main coniact on this one from an accounting perspeciive {8
the office from 5/18 through 5/25}).

~—Original Message—

From: Norris, William

Sent: Tvesday, May 15, 2001 9:03 PM

To: Stout. Kimbesly; *Jennifes Black’

Cc: Noyes, Frank T; Simard, Tana; Lau. Ross (E-mail)

Subject: RE: FW: FLAG - Qwest 2pd Qir 2001 Revised Proposal

Kimberly,

Thanks for your nole,

1 have severa! concerns, including the {cliowing:

oplions in respact of what we might be

ice of US$30 miltio Juded to in respect
respect of iem #1. ¥ suspect lhat
ms #1 and #2, 0

o | dontunder the purc!
tzking tack from FLAG (2
of itam #2, dut no price is alluced
the US$30 million may be the sum of i
entirely clear).

o 1 zm nat entirely clear on the financial accounting implications {vs. pre-
tzx cash im) ons) and need Frank or Jennifer to walk me through
these. Given the faci that I'm in Jzpan at present, it might be an
expedient solution t¢ have them send me & simple spreadsheet via e
mait thet shows the financial acceunting impliczetions,

o During Robin Szelige's BU CFO steff meeting last week she made 3
siatement that we shouid not be entering intc any nch-monetary
transactions (Such as the year two items). | suspect, as always, that
{rere are exceplions lo the rule but ! feel the need lo flag this one 0
meke sure that she is on-board for this type of transaction.

o Ross's recent email &!50 expresses scme concein about the above
items and a couple of other peints, such as the issue of Japan tackhaul.

| think that the Internaticnai team's current view of the market vaive of an Inira-Asian 10
Gbs is somewhzre in the neighbarrooe of US$30 milion. If my suspicion that the
referenced grice of USS30 millica is the sum of dems #1 and #2, that piece of the
equation seerrs lo be roughly in fice the International teanr's current view.

QEC 022296
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Best regards,

Bt Norris

—Original Message——

From: Stout. Kimbesly

Sent: Tuesday, May 15,2001 11:20 AM

To: "Jennifer Black'; Stout, Kimberly; Norris. Willism

Cex Noyes, Freok T: Simard. Tang

W: FLAG « Qwest Ind Qur 2001 Revised Proposal

Bill,

bave been workisg with Jennifer Bleck and Frank Noyes on the strucnure of & deal with
Fiag Telecom. Ihave beep told by owr Legal depariment that ] need 1o et your sign off
op this deal stracnre, Anached below are Jonnifer's recest comments on this deal, as
well 33 s spreadsheet with the proposed deal,

T amn cwreptly 2t GTM in DC 2nd will be meering with Flag's executives to finalize
business poink 1oday so that we can move 10 the copiract stage. Pleast ¢all Jennifer if
you peed to discuss financial detalls of the strucrure, I'm slsc available by cell 21303-
7172039, Please let me know if you see any problems with this deaf so T canlet Joe
Daltes know prie: 1o the 3pm ET meeting with Flag reday.

fapologize for the shont sotice.
Bestregerds,
Kym

Kimberly A. Stout

Director of Stategic Negotiations
Qwest Services Corporation

555 17th Street, 3rd Floor
Denver, Colorado 80202

Phose: (303} 8924032

Faox: {303) £82-1776

Only Ihe named recipient(s) should read this email, R may contain
confidential intormation, 1f you are not a named recipient or you seceived
this e-msll by misiake, please notify me immediately by reply e-mail and
delele the message.

e Origingl Messageme
From: fenpifer Black {maitto:
Sent: Tuesdny, May 18,2001 11:13 AM

QEC 022297
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To: Kym Stout
Ce: Noyes, frank T
Subjecs: Re: FW) FLAG - Qwess 2od Qtr 2001 Revited Proposal

Kym, Fraak and ] 1alked tbis morning sbow the proposed structure of 1he Flag deal, We
both agree there

is 3 value 10 the discounied TRU that we will provide for them pext year. Technically,
part of the $10m

should be defersed uotil that JRU is provided. However. as this is compleely immaterial
Jor zach of the

quariers this structare shouid be OK.

1t thould be noted that the IRUs bougdt and sold in year 2 wil} be considered a
nORMeDLIArY transaclion

{eves if cash is swapped). The zuditors’ position bss been that we must 2ccept the IRU
that we are

buying before revepue <sp be recognized oo the IRU sold. Just wanied wo make you
zware of that such

that if the route we are buying isn't ready usiil afier the route we sell we willbave 10
delay revenue

recognition,

Jenni
"Noyes, Frenk T" wrote:

> [ have been working with the team on a strucrure that will work for the Flag
> trapsaction. | think that the structure summarized bere works AND should be
> eleay of the pon-mobetary yrzpsactiop rules. Note the following:

>

> 1, Qleases capacity to Flag for ¥ year for 510 million {which based on ap

> email from Global Cressing quoting Q a price Jor the same service, up 10§13
> mitlion could be supponed - 50 0.k, froma FMV perspective) sevenue tobe
» recogoized ratably over the year.

>
> 2, Flag bas 2 §10 million commitment to purchase an §RU st the end of year

> ope. Note that they will get 2 $20 million IRU a1 1bat rime, the 319

> miflion for the first year is due 1o the factthat the capacity 1hat Q wants

> to seJi will pot be available uptil &9 mombs from pow. The capacirty that

> wil) be Tezsed to Flag for the first 12 mooths is more "expensive” capacity

> (pes Kym Stou1) 2od therefore Q does not want to sell an 1RV for $20 on this

> capacity, would rather wait until tbe "cbeapes” capacity is avallable.

> Therefore Q is allowing the $10 million paid in year one {which again is FMV
> fot the particular capacity) to "count” towards the purchase in year 2. 1

> think we 21¢ 0.k, hese. especially since the amount of ievenue recognized by

> Q dwsing each of the pext 4 quartess is immaterial PLUS. 1 tbink itis the

> right apswer from a business perspective.

>

> 3. My vnderstanding on the lenier of ntent for furure services is that the
> services will be offered 2t sbout 25% off of Hist price. This seems fine 10
> me apd is pot Jarge enough to imply front-loading the first revenue stream
> (especially given the 12 moath recognition period).

>

> Given the timing of cash flows and revenue recogaition, | wraly believe that
> thix vapsaction will pot be idered y, altbough we still may

QEC 022298
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> have 10 support the FMV of 31l compooents. | am comfortable with the
> pricing of the products/services being offesed by Q. 1 do oot believe that
> 1his 1ensacting, as cursently structured. needs 1o be presented 10 AA. To
> do so would only indicate that we have doubis sbout our conclusion.

>

> Frank T. Noyes

> Senjor Director - Finance
> Swrategic Trapsactions

> Qwest Communications
> Office: 303-992-2597

> Cell: 720-203-2956
>Fax: 303-206.479%

> 1804 Californis St. S1st Floor
> Denver, CO 80202

>

>3 e Origital Metsagemem.

>> From: Lee, Shawna

> > Senu Fridsy, May 11, 2001 4:57 PM

>>Tor Casey, Greg/Hawkios, Julic: Dahon. Joe/Bischofd, Brin; Hell,

>> William (Billk Chase, Susan {Wbhelesale}; Moorbead. Susan ; Stout,

> > Kimberly

> > et Noyes, Frank T; Nimiz, Dan; Rivera, Rick

> > Svbjec: FLAG - Qwest 2nd Qir 2003 Revised Proposal

>

> Attzched for review is the revised proposal berween Qwest & Flag. We bave
> > resclved almost al) of the putstanding issues and bope 10 have the deal

> > points agreed upon prior 1o the call op Menday, May 141 to move forward
>> with finalizing this deal and strengthening the relationsbip for funure

>> business,

>>

> «<<RevisedFlagQwesi2ndQTRDeaiMayi1.xis>>

>>

>>
> > Shawna S. Lee

> > Regional Sales Director, NE Region
> > Whaolesale/Camricr Divison

> > Qwest Communications

> > Pbone/212,907.6309
>>Fax/212.972.8184

> > EFaw/509.757.7186

> » EmailshawnaJec@qwest.com

>>
>>
>
>

> Name: RevisedFlagQwest20dQTRDealMayl 1 .xls
> RevisedFlagQwesi2ndQTRDealMayl 1xds  Type: Microsoft Excel Worksheet
{applicarion/ved ms <xcel)
> Encoding: baseb4

QEC 022299
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From: Heil, Wiliam (Bill)

Sentr Fricsy, June 08, 2001 B:12 AM

Tor Coen, Denise A; Schreuder, Jan: Casey, Greg
Cer Mogendodi, Ewout: Chase, Sesan (Wholeszle)
Subject: RE: Gictal Creesing

w6 uedersiznds thatl we may ¢o al three (Flag, GX and TYCOM) deals this
doest't get more capacity than he

To el
queder, Heis s’
can swaliow.

siher 2 spreadsheet with the thuse Ceale depicting the lolivwing for relezse by COB nday,
of dealils

STHE-1

inehuded or extluded

1) Cee! bensactions

5) Revenug recognitions - who cels what

fim putting ¢
1) Wral ki

Sc faf, he ki
TYCOM bt wi
end of out 12 meath
Foss o repiace it wi

zbout a0 sgrees with the FNAL STMES 5nd the GX PGt STM-84. He will probably eiso agree with some
A5 10 s8€ how is suclured. tbeltieve thal there is some flexibility in the FNAL deaf in that al the
se of this cepacity ftom FLAG, we covld walk away hom the bandwidth, This would then require

th cther system bondwicth,

(302j864-6172 cell

——riginal Mestage~—

From: Cohen, Denise &
Tents Thursday, Jure 07, 7008 257 P
Jer Schreuder, Jan; Casey, Greg

e Mogendorfl, Ewoud; Chase, Susan (Whotes ate); Hell, Witliam (8}
subject: Glotal {rossing

Here's 2 Guick 1eference 1o the GX deal so far. Things ste changing defly. We have 2 cslf wilh GX tomonow and get
update you fuither 2t this hime.

<« Fiie: 2001 Term Bheet 67.01.x55 2>

Denise {chen
4452795084

e Otiging) Mess20em—

From: Cohen Derise A

Sent:  Tharscay, June 07, 2001 3012 FM

Ter Scheevder, Jan; Cesey, Greg

cer Mogerdtortl, Ewoud; Chese, Susan (Wholes.sle)
Subject: RE: follow-up o0 your Magilia<alt this marming

Update with GX.

Per Ross Lau he foesn’ need 8 10gig Southern Ring on the EAC. Owest does nesd extra czpacity on PC-1
hesefore we tan BUY PC1instead of the Aslan napreity and heep this deat going,

QEC 017250
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Dernise

——-Oripira! M ssage—-

From: Scheeuder, Jan

Sentt Thurscay, June 07, 2001 3112 PM

To; Citey, Greg

Co: Mogenoorfl, Ewoud: Cohen, Denise A

subject: RE: follow-up on your Wagiliz-call tis morning

Cxing offers Atizn C.

y. upgIEebie/ponable.

According to Bill Helf you beve a need for !

You cen sell them Ewopean wevelengih sen
at feeslh

Thursday, June 07, 2001 4:05 PM
Schvewdet, Jan
RE: foliow-up on your Mzoilicall it morming

whals the Ceat with gaing?

—Originat Messzpee—

Frem: Schreuder, Jan

Sent: Truscay, Jure 07, 7001 2:58 PM

Te: Cesey, Greg

Ler Mogendotl, Ewoud: Chase, Susan (Wholesale]: Coben, Denise A
Subject: Toliow-up o yout Magite-call ihis moming

Used 1o the dizpers zgzin?

} spoke with Ewcud. He pessed me the action to give you inzight in the GX-deal which is cooking.

1 have eshed Susen and Denise 1o pick this up, since they are in your chain of command.

fundersiznd the tzpacity on the thle is growing rom teciprocity, however | would definitely recommend
16 move forward with both Tycom as well a5 Global Crossing (is Ihat what people call: revenue driven 17)

25 long 2& we czn find 2 need for all capacity and pori it in that direction,

Eoth GX znd Tycom have enough toutes 10 give us some fleaibilty, don't they?

Regards, Jan

Jan Schreuder
VP Wholesalemarhets US

meilo Jan Schreuder @K PNQwestcom of
maitto-Ja reuder®west.com

+1 303 982 4857 office

+1 303 641 £548

QEC 017251
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From: Mohebbi, Afshin

To: Casey, Greg

Subject: RE: Q2 Revenue

Date: 06/11/2001 10:26:35 AM EST

yep need to get more out of him. you need to chat to him as well
are you goiojg to be here today or the weather is still bad
afshin

————— Original Message~---«

rom: Casey, Greg

Sent: Menday, June 11, 2001 8:00 AM
To: Mehebbi, Afshin

Subject: RE: Q2 Revenue

thats 1t?

————— Original Message-----

From: Mchebbi, Afshin

Sent: Menday, June 11, 2001 7:10 AM
Tot Casey, Greg

Subject: FW: Q2 Revenue
Importance: High

FYI;
Afshin
—----0Original Message-----
From: Din, Mariyam On Behalf Of Lau, Ross
sent: Sunday, June 10, 2001 10:05 PM
Tos Mohebbi, Afshin
Subject: Q2 Revenue
Importance: High
Afshin,
In response to your email, the Q2 projects we are working on are:
1. China Netcom
This is a swap deal 2 STM-1 HK-LA for 1 STM-1 each HK-Shanghai and HK-Beijing.
Value = $10M. We have reached agreement in principle. My team will be in

Beijing starting tomorrow for contract closure discussion.

Issue: Since HX-1A circuit will be derived from EAC-1 and PC-1, both of which
we obtained through a swap with Global Crossing, creative contractual wording

QEC 165717
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and termas must be advised by Denver Finance and legal groups in order for us te
recognise the revenve.

2. Wezrld Com

World Com needs ¢ STM-1 on EAC-1" for X¥K-Japan. This was part of the larger swap
deal being worked by Wholesale. The latter is bogged down but they need the
capscity for HX-Japan now. We are currently looking at a lease arxrangement at
$160R/month with call cptions after € months for 1d~yr IRU {$6M} ox 10~yr IRV
($5M). As this arranpgement will derive neo revenue for us in Q2, I have asked
the sales team to go back and see what will 4t take to do 2 tash deal this
quarter. Chances are low aince World Com hss put an ewbarge on capes.

Regards,
Ross

QEC 165718
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Qwest

CONFIDENTIAL
Date: Angust 2, 2001
To: Greg Casey, Joel Amold, Roger Hoaghnd, Joe Dalton
'3 Afshin Mohebbi, Bill Eveleth, Mark Schumacher, Grant Grabam
From: Robin Szeliga
RE: IRU Accounting - Some Rules of Engagement

With the recent issuance of new accounting standards that impact IRU accounﬁng, an increase in “trade-in”
or “upgrade” activity, an increasc in “two-way” or “swap” transactions, and an increase in accounts
receivable balances (nnd mﬂemon nsk), 1 wmxld h'ke you to ensure that the policies and procedures set
forth in this memo are imy ly.

Arcounting Chapge Related to Nominal Purchase Option in IRU Agyeements

Effective July 19, 2001, 2 new chanped the requi for the nominal

purchase option mclud:d within owr IRU agecmnm More ifically, the new p Iequires

that the undivided ownership interest in the fiber transfer automatically as opposed to it being 2 nominal

purchase cphcm (ie.$) 00) Pnnk Noycs is working with Jegal to get the appropriate language change into
ly.

our gr
Upgrades

The original upgrade language that was introduced into Qwest’s IRU ag in 1999 was intended to
allow the customer, upon mutual agr::mem ‘between Qwest and the cuswmer w0 “upgnde" their capacity

on a route(s) previously purchased as their bandwidth peeds i d along the purchased routes,

The activity of “trading-in™ circuits for circuits on different routes raises the question whether or pot the
earnings process was in fact complete as of the date of the original transaction and therefore will not be
considered.

EFFECTIVE IMMEDIATELY, the following upgrade Janguage will be the only acceptable language 1o be
included ip an IRU agreement:

“Upon mutual agreement of the parties, Customer may, upon thirty (30) days writien
notice provided 10 Qwest, be allowed to sell back on a one-time basis any IRU User
Route set forth in Exhibit A in exchange for Customer's purchase, upon similar terms and
conditions as those described herein (including term) of an JRU with greater bandwidth
than the [RU sold and along the same User Route. In the cvent Customer wants to sell
back a circuit for purposes of ding, the Qwest hase price will be for fair
market value of the IRU User Route being purchased by Qwrst as of the 1:pu!chase date,
The IRU Fee applicable to the upgraded circuit(s) shall be provided by Qwest prior to
Customer's purch All purct of Capacity p to this section are subject to
availability. -

-FOIA Confidential Treatment Requested by Qwest Communications Intl, In¢.. Q.EC 13954



192

pote that both parties are agreeing that any upgrade will be at fair market value at the date of the
upgrade. This does not mean what the customer originally paid, unless specific evidence is provided that

indicates that this represents the current fair market value.

In addition to the foregoing, there will be no side letters or verbal commitwents outside of the IRU

agreement that conflict with the contractual upgrade language or specifically indicate that an upgrade will
be sgreed to. Note that we are required 1o provide represcrtation to our auditors that no side letters or other

verbal or written agreements exist between the parties.

With vespect to agreements emtered into previousty (which contain the upgrade language with the option for
purchasing capacity op different user routes), ANY purchase and resale of new capacity that falls outside
the parameters of the “new” upgrade clause set forth above, will require my approval. Remember that the
upgrade clause begins with “Upon mutual agreement of the parties...” and Qwest may not agree to certain

upgrade activites.

Nonmonetary oy “Two-way” Transactions

Over the past several quariers, Qwest has entered into a significant pumber of transactions in which Qwest
purchases a similar (if not equal) value of products and services as those being sold by Qwest. AlthoughI
Tealize that economic conditions and strategic considerations are contributing factors 1o transactions of this
nature, the following will be required prior to the execution of ANY transaction in which there is a buy-

side:

s A detafled business case showing how the products/services being purchased will be
monetized by Qwest. In addition, the “owner” of the purchased products/services

rust be identified (i.c. the one who will ensure that the purchase is monetized);

s  Objective support for the fair market value of the products/services being purchased;
e Sigo-off from capital budgeting as well as the executive whose capital budget is

impacted by the purchase (if the p
e  Approval by Robin Szeliga.

P PrOpETty/equip

A more detailed nonmonetary transaction policy and P d is forthcoming (from Bill
Eveleth’s organization). .
Acconnts Receivable

I order 10 ensure adequate cash flow, control ivable Jevels and minimize bad debt the

following peyment terms will be the outside end of the range that Qwest will accept:

®  25% upon execution of the IRU agreement;
®  The remainder within 12 montbs,

We sbould clearly anempt to get as much cash up-front as possible. The above position should represent
the worst case/fall back position. Any proposed terms that are less favorable than those above will require

the approval of Robin Szeliga.

The sbove discussion is not intended to be all-inclusive with respeet to IRU issues, but rather 2 synopsis of
some of the more significant issues currently facing the organization. Thank you for your cooperation.

.FOIA Confidential Treatment Requested by Qwest Communications Intl, inc.-
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From: Mohebbi, Afshin

Sent: Friday, September 28, 2001 10:08 PM

Tou Casey, Greg; Dation, Joe (VP); Petrie, Deb
e Hoagiund, Roger, Eveleth, Bill, Graham, Grant
Subject: RE: Hefpls

Bill eveleth and Roger Hoagiund, They need to call Shumaker, Kelty Carter and other finance people, but thuse two peepie
will help.

Afshin
memeOigin3l Message—-
From: Casey, Greg
Sent: Friday, September 28, 2001 10:12 PM
To: Mohebly, Afshin; Dalton, Joe (¥F); Petria, Deb

=1 Hoaglur, Roger; Eveletn, Bill; Granam, Grant
Subject RE: Hejpritimlt
Afshin  il's news to me that these yields have gone down 50 much. What happened? When you say that we need to
‘get these companies 10 buy "bookatle” circuits, who can lell us what those are. by deal? Joe and Deb jel’s straiegize
first thing in the moming, greg.

mONGINGL Message—

From: Monebbi, Atshin
Sent:  Friday, Septemper 28, 2003 :54 FM

Ta Daton, Jos (VPY; Casey, Greg: Pevie. Det
Ce: Hoagiund, Roger. Eveleth, Bil: Graham. Grart
Subject; Hepte

Importanc High

Team:

As | sitting herg in the office at 10.00pm Friday night, | need your heip!

We have issues with almost all geals we have on the table. We are committing 1o huy tens of capacity. eating away
my CAP £X andg in retum, | am getling very little recognizabie revenues. This must change, and changed this

weekend. We also have compietely given up pushing back at anything and anybody that comes up with yet anather
opinion 1o interpret things difterently. | need you guys to mobilize.

Here is the list: .

1. Cable ang Wireless: | am paying 2 fotat of $45m and as of now, it looks ke | can only book $19.2m. if f am
lucky. Since we have commitied 0 pay them $48m, lets at least pick tircuit combinations that will alfow us (o beok
more. The goat here is not to be nike and accomogating to the other side. 4 i§ to get bookable revenues NOW

2. Epran: Robin is getting invoived with Keily Carter to get these guys moved from ther posilion. Qur nsk is much
larger than theirs. Gill ang Greg. you guys need lo get their ceat guys io get voived and not iel this thing die at the
last moment for nothing! This will be shame.

3. Teleglobe: | am paying S20m and as of now | can only book $8.8m! Greg and Joe: make the Circuits and the mix

here work in a way that | can book 3t jeast §17-18. Change the circuil selections, oo whatever you can 1o ges the
number up; worst case, do a smaller deat ihat books $8.8m, but does ot waste my Cap Ex. money.

QEC 203536
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4, Flag: | 8m buying $42m of capacity from them, onty to book $4.0m. This is truly a shame. Bill, | am so
disappointed we can' find a way out fo book more out of this. What happened to the creativity of this company and
1t employees? We need to PUSH BACK 2 bit more and see what more we can do without crossing the lines,
Come on people!

5. Global Crossing - | am buying $120m of capacity from these people and as of now | am being told we may be able
to book $40-50m. Again, force these people {0 take Circuils wa can book or g0 3 smaller deal and not waste my
Cap Ex on the other side.

6. Audrey's projects - Audrey has been great in geting us some heip every quarter. This time she has done about
$20m; can she do another 15 to 20 1o heip oul? with other things disappearing that sure can heip.

1 xnow all these deals came together extremely late this guarter and thats a story we have to deal with next week,
but for everyone's sake, lets put the final push this weekend and get this stuff done, in 8 way, 50 | have atiessta
chance at getting close to my numbers.

Roger, lets make sure we are getting good pricing on our pieces of the deals, since we are definitely giving them
good ceals. Also make sure the lerms and conditions do not restrict our ability 1o do what we need with the assels
we are picking up. All and IF keep your eyes open and lets nol miss a beat becasue s¢ many things are happening
late and all at the same time.

{ wifl be in touch with you guys tomomow. | am counting on all your support. We have done great things logether:
lets not have a disaster now.

Thanks

Afghin

QEC 203537
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From: Casey, Greg

Sent: Monday, October 01, 2001 7:12 AM

To: Mohebbi, Afshin; Petrie, Deb; Gallegos, James; Casey, Greg/Hawkins, Julie; Fiiip, Dana; Szeliga,
Robin

Ce: Tempest, Drake; Baer, Rich; Hoaglund, Roger; Copeland, Stephanie X; Eveleth, Bilt; Hopkins,
Jehn

Subject: RE: C&W

that's comect  a binding deal was done as of friday gmc

-—Original Message-—
From: Monhebbi, Afshin
Sent: Sunday, September 30, 2001 9:45 PM

Cg:

Petrie, Deb: Casey, Greg; Gallegos, James; Casey, Greg/Hawkins, Julie; Filip, Dana; Szeliga, Robin
Tempest, Drake; Baer, Rich; Hoaglund, Roger, Copeland, Stephanie X; Eveleth, Bill; Hopkins, John

Subject: RE: C&W

We have the e-mails confirming we have a deal; the funds are at hand, and i have the conversation with Andy Mclead
calling me late on Friday verifying that we have a deal.

By the way, Andy told me their management board had already approved the deal.

| believe they have a new process where their new CFO has to sign the paper and he gets in early London time (2-3am)
50 lets get him ASAP.

Afshin

~—Qriginal Message--—

From: Petrie, Deb

Sent:  Sunday, September 30, 2001 9:36 PM

To: Casey, Greg; Gallegos, Jemes; Mohebbi, Afshin; Casey, Greg/Hawkins, Julie; Filip, Dana; Szeliga, Robin
Tempest, Drake; Baer, Rich; Hoagiund, Roger; Copeland, Stephanie X; Eveleth, Bill; Hopkins, John

Subject:RE: C&W

greg - c&w called & said that they cannot find anyone o sign & they are stopping looking.

--—Originai Message-—-

From: Casey, Greg

Sent: Sunday, September 30, 2001 8:02 PM

To: Galleges, James; Mohebbi, Afshin; Casey, Greg/Hawkins, Julie; Filip, Dana; Szeliga, Robin

Cc; Tempest, Drake; Baer, Rich; Hoaglund, Roger; Copeland, Stephanie X; Petrie, Deb; Eveleth, Bili; Hopkins, John
Subject: RE: C&W

Importance: High

They did escalate immediately. Paul Kerwin calied me and | told him that we would sign all the deals today
before 12 am and that | was disappointed that his people ceased negotiations today knowing that we needed
signatures. | think he is the process now of waking people up in London. Stand by. Greg

——Original Message--—-

From: Gallegos, James

Sent: Sunday, September 30, 2001 6:16 PM

To: Mohebhbi, Afshin; Casey, Greg/Mawkins, Julie; Filip, Dana; Szeliga, Robin

Ce: Tempest, Drake; Baer, Rich; Hoaglund, Roger, Copeland, Stephenie X; Petrie, Deb; Eveleth, 8ill; Hopkins, John
Subject: caw

Attorney Client Privilege/Attorney Work Product
1
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Afshin, as you instructed 1 just contacted C&W to let them know that we are uncomfortable going forward
with the consent and assignment agreements for the PRI contracts since we felt that we are being treated
unfairly with regard to the IRU deals which we were doing (the sale of a transatlantic lease, and the
domestic wave IRU). | told them we had to have the sell agreements signed by 12:00 tonight. The C&W
individual | talked to (Pat Sheridan) informed me that he would call me in 10 minutes, but he sounded

shaken. They have been pressuring me all weekend to get that document signed. Based on instructions
from Roger, | have heid off all weekend.

| believe that they will escalate this immediately. | will keep you posted.

Jim

QEC 20352
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From: Mchebbi, Afshia

Sent: Thursday, Octeber 11, 2001 8:06 AM

To: Casey, Greg; Hoaglund, Roger; Eveleth, Bil; Gallegos, Jemes; Daiton, Joe (VP)
Subject: RE: Cable and Wireless

sounds good to me. And we heed to line up and review the deals weekly. i did net know of the eugipment stuff untill a couple
of weeks before the quarter ended. .

afshin

From: Casey, Greg
Sent: Thursday, October 11, 2001 7:38 AM
To: Mohebbi, Afshin; Hoaglund, Roger; Eveleth, Bill; Gatiegos, James; Dalton, Jog {VP}

Subject:  RE: Cable and Wireiess
Importance:High

Afshin Here's what | suggest; 1)no more low margin equipment deals; we should have killed the ciena deal early to put
this in the right posture; 2) tet's lock in the t on contract early; we didnt get final tanguage untit wed,
before the quarter end; 3) no deals unless they are balanced. period. Greg

—mOrigitial MeSSage—

From: Mohebbi, Atshin

Sent:  Wednesday, Oclober 10, 2001 :55 PM

To: Casey, Greg: Moaglund, Roger, Eveleth, Bill; Gallegos, James
Subject: Gable and Wireless

Team:

After alt of our hard work, the AurthurAndersen accountant ruled that the cable and wireless deal was not completed
on time and therefore can not be booked in the 3rd quarter.

Qbvoiusly, | am dispappointed about this , but more importantly determined to make sure we NEVER have o wail
unitil the last moment to sign a deal. The major factor inthe decision was the fact that terms of the contract were
being changedeven atter the quarter ended. Our reguiar customers havefigured out the rick and intentionally drag our
process until the last moment. we ¢id an unattractive deal and it did not even count.  Qur processes simply did not
work,

Afshin

QEC 2035
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Tom Stephens

‘rom: < Hefiman, Peter [pheliman@nordson.com]

sent;. Thursday, October 25, 2007 8:43 AM

To: Tom Stephens’

Subject: RE: Qwest Audit Commities Meeting - Qclober 24, 2001, 7:00 A M.
Tom:

We did have a good conversation with Russell Knowles, Internal zuditor.
While he is not leaving becsuse ¢f anything at Qwest direcrly, a factor in
his decision i3 the tone 3T the top snd how that makes theixr job at
corperate more cifficult. Not that Joe is nor s2ying the right things (make
the numbers and de it the right way) but vhe line pecple inclading the "
divisional CFOs aze only hearing make the numbers. In my opinion thers are
well known consequences for not msking the numbers bur.no clear consequences
for cutting corners. Until the censeguences are equal the behavior will not
change. Take Calpcint as an example. Management is proud that conservative
accounting was used. In fact, it was orly aftar the transacrion appearzed in
the press, and there were seversl rounds of guestions did it become known
that & tske or pay clawse exists msking the accounting mandatory. Finance
pecple in the business unit wers obscuring the appropriate facts both from
AA 2nd Rokin tc whem they dixectly repor:. As far as T can determine there
were no consequences for their actions.

I suggested to Russell that he slso meet wirh you and that an zgends for
such a meeting might be o go over the AA risk assessment sheets that were
ner faxed to you. This would allow Russell to give his own risk assessment
by income statement and balance sheet lime item. I think it would take ne
acre than 30 minutes. Given that you are going to be there tomerrow maybe it
ould be dene then. He is with us until the end of October.

Best regards,

Pater

QEC X 005381
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From; Joe Nac [iknow3425@hotmail.com}
Thursday, March 21, 2002 5:24 PM
To: robin.szeliga@qwest.com

I have heard from a couple of differen sources that reductions in manager‘s
salaries have been discussed and are being considered. With all of the crap
that Qwest managers have been put through since the merger this would be cone
of the srupidest things the company could do.

1 have some information about violations that Qwest has committed in the
area of accounting. If Qwest reduces managers salaries, I will turn these
documents over to the SEC and copy the FCC and the Colorade State PUC. The
resulting fall out from these "smoking guns® will like cost Qwest more than
it could save by reducing manager's salaries.

You better sStarxlt treating employees better or there will be conseguences.

Chat with friends online, try MSN : htep:/ .msn.com
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Robin Szeliga

"From: mark.iwan@us.andersen.com

Sent: Friday, March 29, 2002 3:07 PM

To: bkiread@qwest com; robin.szeliga@qwest.com
Subject: Qwest' Investigation

Qwest
dgation Final Me
Bryan

1 wanted to confirm the completeness and accuracy of my understanding of
Qwest's investigations. Can you please commen on the attached.

{See attached file: Qwest Investigation Final Memo.doc)
sexwretrxrrrrrsirvtInternet Email Confidentiality Footer** ¥#siistitsdsisin

Privileged/Confidential Information may be contained in this message. If
you are not the addressee indicated in this message {or responsible for
Gdelivery of the message to such person), you may not copy or deliver this
message to anyone. In such case, you should destroy this message and kindly
notify the sender by reply email. Please advise immediately if you or your
employer do not consent to Internet email for messages of this kind.
Opinions, conclusions and other information in this message that do not
relate to the official business of my firm shall be understood as neither
given nor endorsed by it.
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Memo " ANDERSEN

T MTTF Adoress
From Mark M. Iwan I :4‘ 3032819160
Date March 24, 2002

Subject Meeting with Bryan Treadway

On March 10, 2002, and March 24, 2002, I met with Bryan Treadway, Qwest Controller. Bryan shared with me
the results of an in-depth review of IRU contracts performed by Qwest and its outside counsel. The purpose of

the review was to identify any issues regarding JRU transactions previously not known to corporate accounting,
that may have besring on the original accounting conclusions reached by Qwest.

On March 28, 2002, | met with Bryan Treadway to understand Qwest’s final conclusions regarding its
investigation of IRU transactions.

Global Crossing

01 2001

In Q1 2001, Qwest purchased Northern Ring capacity from Global Crossing. Some of this purchased capacity
was not accepted until June 11, 2001, In a separate legal ransaction, Qwest sold capacity to Global Crossing.
Qwest received acceptance letters in the first quarter for the capacity sold to Global Crossing and cash payment
from Global Crossing was received before the end of the quarter. Legal counsel has concluded that Qwest could
retain the cash remuneration regardless of Global Crossing’s or Qwest’s performance or non-performance under
the separate purchase contract.

The investigation raised ‘some question as to whether Qwest’s intent was to port to the Southern Ring. As of the
date of this memo, no capacity has been ported from the Northern Ring to the Southern Ring. Qwest’s
investigation found that it intended to use the Northern Ring capacity. Qwest only wanted the flexibility to port
10 the Southern Ring if the need were to arise in the future. Qwest acquired additional Northern Ring capacity in
the second quarter of 2001, which supports its assertion that there was a need for the Northern Ring capacity.

On March 28, 2002, I spoke with Robin Szeliga (CFO). According to Ms. Szeliga, the majority of the capacity

acquired by Qwest from Global in this transaction has been lit by Qwest. Bryan Treadway shared with me
Qwest’s final conclusion that the transaction was appropriately recorded in QI 2001.-

02 2001
In Q2 2001, Qwest seld $115 millicn in domestic and Evropean capacity to Global Crossing. Qwest acquired

$100 million East Asian and $19.7 million of Pacific Crossing and Hong Kong to Tokyo capacity from Global
Crossing, under separate legal agreements, during the same quarter.

FOIA Confidential Treatment Requested by Qwest Communications Int'l Inc. QDSEC0658804
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Date March 24, 2002
Subjest Mectting with Bryan Treadway
Page 20f12

During its investigation, Qwest discovered an e-mail chain originated by Robin Wright of Global Crossing, I
did not have access to the &-mail but was told it contained language similar to the following:

Global Crossing

As we have agreed, because we are both being delivered what we probably both don®t want in the fong-
term, we have agreed on both sides that the repurchase price is the actual amount paid, not the fair
market valve.....We are faking capacity to help with revenue recogniticr issues.

Quwest (Susan Chase)

Tagree with your comments. 1t is our intention to keep you whole. This language is in our last
zgreements, Accounting needs to reflect this in the upgrade and portability language.

In a previous meeting (March 10, 2002), the substance of the e-mail was explained to me as being the following:

Quvest received an e-mail fom Global Crossing stating we are buying capacity we don’t want to help
with revenue recognition. Global Crossing wants the ability to port to acquire capacity desired in the
Jong-term, Qwest's reply was that accounting wont let ns do these deal structures anymore. The Qwest
employee asked if this was handled via a side-letter in Q1.

Upon completion of its investigation, Qwest concluded that they did indeed want the capacity that was acquired
from Global Crossing. Qwest has 2 written business case seeking to purchase alternative capachy from Tycorn
for the same purpose in the same quarter. Qwest received better terms from Global Crossing.

Susan Chase stated during the investigetion that these are normal negotiation tactics used in an attempt to secure
lower prices when negotiating capacity transactions. She confirmed as part of the investigation that there were
no side letters in relation to previous transactions.

The clause in question was the ability o exchange or upgrade the capacity at the original purchase price. A first
quarter transaction Included a cleuse that allowed Global Crossing to ask o exchange the capacity at the original
price; however, the exchange could only be consummated upon mutual consent. The investigation concluded
Qwest was not Jegally or ecc ically campelied to grant permission for the exck Qwest has not ported
this capacity in an exchange transaction as of the date of this mems. The Qwest controller (Mark Schumscher)
accepted the first quarter wording becavse it was at Qwest’s discretion whether to accept or reject the offer, thus
Qwest did not have an obligation to repurchase the property nor 4id Global Crossing have a put. For all future
fransactions, Qwest insisted on mutoal consent wording with @ fair value cleuse in Jien of original purchase
price. The fair value clause was ultimately included in the second quarter transaction that was the subject of the
e-mail chain. Qwest thus rejected Clobal Crossing™s insistence that the exchange clause be worded 1o permitan
exchange (if accepted by Qwest) at the original purchase price.

Quwest further concluded that Global’s assertion it did not want the capacity received in the second quarter was
without merit. Global Crossing insisted on substantiat European capacity in this transaction. Qwest needed 1o
scquire the capacity (for cash) from KPNQwest under its distribution agreement in order to complete the
transaction.

TR Aeefdewtind Trasimont Romniacted hv Qwest Communications Int'line.  QDSEC0658805
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Date March 24, 2002
Subject Meeting with Bryan Treadway
Page 30f12

As a result of its investigation, Qwest concluded that Global Crossing’s assertions in the e-mail are without merit
and were likely negotiating tactics.

On March 28, 2002, I spoke directly with Susan Chase. Ms. Chase told me she did not have a copy of the e-mail
any longer but believed the controversy centered around backhiaul capacity Qwest had previously sold to Global
Crossing. The backhaul capacity was from the Japan-to-U.S. landing station to the Oakland POP. Global
Crossing wanted to port that backhaul capacity to San Francisco. According to Ms. Chase, Qwest would not
permit Global Crossing to port that capacity. She told me there was no agreement to allow Global Crossing to
unilaterally port the capacity and in fact this capacity has never been ported by Qwest for Global Crossing. Ms.
Chase told me that the controversy will be resolved in 2002 by Qwest selling Global Crossing an extension and
loop from Qakland to San Francisco for fair value in lieu of porting the initial capacity. Ms. Chase stated that
this 2002 deal did not close yet but should close any time. Under Qwest’s interpretation of SFAS No. 144, no
revenne would be recognized.on this 2002 transaction.

Ms. Chase also mentioned a second issue with Global Crossing. Ms. Chase told me Global Crossing wanted the
ability to port, if accepted by Qwest, at the original price in lieu of fair value. According to Ms. Chase, she
informed Global Crossing that Qwest would only accept a mutual consent, fair value clause. This is consistent
with the clauses included in the capacity agreements subsequent to Q1 2002.

On March 28, 2002, I was shown a copy of the subject e-mail but not permitted to retain a copy for our files.
The substance of the e-mail was consistent with the above discussion and no new concerns arose from my
review of the e-mail. The e-mail did mention Erin Wray (Controller of KPNQwest) and what appeared to be her
refusal to agree to something other than a fair value, mutual consent portability clause. A substantial amount of
the capacity sold to Global Crossing was acquired by Qwest from KPNQwest.

According to Bryan Treadway, Qwest’s conclusion was that this transaction was correctly recorded in Q2 2001.

03 2001

Qwest sold $39.7 million in 10-gig domestic capacity and recorded $28.5 million in revenue. In the same
quarter under a separate Jegal agreement, Qwest acquired $78 million of STM-1’s on Pan American Crossing
(west coast of the United States through Mexico to Panama) from Global Crossing. Qwest also received a right
1o port the Pan American Crossing (PAC) capacity to South American Crossing (SAC) and Mid-Atlantic
Crossing (MAC). The original Qwest business case was written to support the SAC/MAC capacity purchase-not
PAC.

The Qwest investigation concluded that there was a valid business purpose to obtain the PAC capacity,
regardless of the desire and ability to port to SAC and MAC. The PAC capacity could be used for the same
purpose as the SAC/MAC capacity and, on a stand-alone basis, would provide a backbone for a possible
Mexican joint venture being considered to better utilize Qwest’s Mexican network. The primary objective of
acquiring PAC in lieu of waiting for SAC/MAC to become available was to own an asset rather than an option to
acquire SAC/MAC in case Global Crossing filed for bankruptcy. Qwest was concerned about Global Crossing’s
viability and did not want to get shut out of Latin America. If Global Crossing did file for bankruptcy and the
option arrangement was vitiated, Qwest was concerned it would not be able to obtain capacity to support its
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business needs if they did not own PAC. Those business needs included: (1) a U.S. government contract 1o
provide secure services in Latin America; (2) preliminary negotiations to form a possible Latin American
venture with a Jocal partner; and (3) a possible joint venture with Bell South. Without this purchase from
Global Crossing, Qwest had no submarine cable capacity to Latin America. Qwest believed Global Crossing
was the only company that had available Latin American capacity.

Qwest further felt that the Global Crossing capacity was at a good price. A memo from Bilt Heil (Senior
Director or Global Infrastrocture), requesting approval of the SAC/MAC purchase from Global Crossing
compared the price to the only theoretical ahemative capacity on Emergia’s network. The price quote for 56
STM-1’s on Emergia was $100.8 million versus $60.2 million on SAC.

On March 28, 2002, I spoke with Robin Szeliga (CFO) about {he status of PAC versus MAC/SAC capacity. Ms.
Szeliga informed me that Qwest exercised its option and began porting capacity to SAC/MAC in 2002,

According to Bryan Treadway, Qwest's conclusion was that this transaction was correctly recorded in Q2 2001
Cable and Wireless (C&W)

01 2001

In Q1 2001, Qwest sold C&W sonet and wave capacity for $68.9 million. Qwest bought from C&W under
separate Jegal agreements Hong Kong to Tokyo and European capacity for $68.9 million. In Q3 2001, Qwest
ported $48.7 million of the $68.9 million in acquired capacity.

According 1o its investigation, Qwest acquired similar Hong Kong to Tekyo capacity from Global Cressing in
Q2 2001. The capacity was at a cheaper price than Qwest paid C&W for similar capacity in Q1. Thus Qwest
opted to port the capacity back to C& W and keep the cheaper Global Crossing capacity.

The business case ciles a change in business plans as the reason for porting the capacity. The KPNQwest
network paralleled the original Europ apacity and provides an alternative solution. The newly acquired
capacity was on the Southern Cross and Gemini systems. The Southern Cross capacity will be used to
accommodate internal growth including new goveramental system needs. Qwest received an order for one of
the four STM-1’s on Southern Cross for 4Q 2081 from a government services client and forecasted a total
demand for that customer of up to an STM-16 by Q4 2002, The Gemini capacity was needed as a result of
increased requests for Wans-Atlantic capacity from other camriers.

According to Bryan Treadway, Qwest's Tusion was that this ion was correctly recorded in Q2 2001

022000
In Q2 2000, Qwest sold $65 million in OC-48’s to C&W. No revenue was recognized in the 2000 financial

staternents for this transaction because the transaction was pre-merger. Further, pre-merger Qwest was not
required to file  10Q for Q2 2000 and thus the transaction was not reported in its financial staterments,
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In Q3 2000, Qwest granted C&W 2n option 1o acquire OC-192's from Qwest along similar routes, The strike
was $65 million and Qwest employees expected that C&W would use the 0C-48’s to fulfill the strike price.
Sometime in Q2 2001, C&W asked to exercise the option for the OC-192’s.

On March 28, 2002, 1 spoke with Bryan Treadway regarding this transaction. The timing of the option
agreement calls into suspicion the intent of the original sale and whether C&W was assured portability. Qwest
believes a proposed adjusting entry is appropriate. The result would be deferred revenue and additional
gocdwill of $65 million at acquisition. Because the capacity has still not been ported 10 OC-192°s, the 2000 and
2001 income statement impact would be a minor amount of revenue recognition (approximately $3 million
annually) offset by an even smaller amount of goodwil! arortization (approximately $1.5 million annually).

042000

Qwest sold $109 million in capacity to C&W. An e-mail from the President and COQ of Qwest assured C&W
that Qwest wouid honor the intent of the parties in the transaction, which in C&W’s view was to provide for
portability if requested by December 31, 2001. C&W sequested portability in Q4 2001. In February 2002,
Quwest sent a letter to C&W stating they did not believe C&W had the unilateral right o insist on portability. To
settle this dispute, Qwest bas teatatively agreed to accept 10% of the capacity in Q1 2002 for the original price
of $10.9 million. C&W will abandon the remaining 90% because it no longer has a need for the capacity, and as
is C&W"s right under the purchase agreement it will cease paying O&M.

The Qwest investigation concluded that C&W did not have a contractual right to part the capacity and the initial
accounting was correct in Q2 2000. The setilement was part of a larger settlement with C&W 1o clear several
disputes and, according to Qwest counsel, did not result from C&W’s alleged unilateral right to port the

capacity, A ding to Bryan Treadway, Qwest has c that the ion was correctly recorded in QR
2000. .

Tyeom )

922001

Qwest soid $134.5 million in capacity to Tycom and acquired, under sep jegal agr fans-Atlantic

capacity. The business case supported the acquisition of 75% Asian capacity and 25% trans-Atlantic capacity,
The Qwest investigation discovered e-mails indicating that a possible intent was to port the trans-Atlantic
capacily to Asian capacity.

In a meeting beld at or about the time of the transaction, the Qwest CFO (Robin Szeliga), Controller (Mark
Schumacher) and Assistant Controller (Bryan Treadway) sought assurances from those responsible for the
transaction that Qwest needed the trans-Atlantic capacity to be acquired from Tycom. The principal business
need was to carry KPNQwest traffic across the Atlantic. Also, the Tycom capacity was needed to backstop the
360 Network capacity owned by Qwest because of Qwest’s concerns regarding 360's viability. Some of the
capacity was also leased to Global Crossing under operating lease arrangements,

Qwest does not have a portability put on the Tycom capacity. Although the business case discusses the
possibility of porting this.capacity for C2C capacity once it becames available from Tycomm, the agreements

N
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provide for a mutual consent, fair value exchange clause. None of ihis capacity has been ported as of the date of
this memo and neither party has a put.

The Qwest investigation conchuded that the trans-Atlantic eapacity was acquired for good and valid business
purposes. According 10 Bryan Treadway, Qwest’s conclusion was that this ion was correctly recorded in
Q22001

Enron
Q3 2001

During Q4 1999, Qwest sold 536 mzlhon in dark fiber to Enron in a cash transaction. These revenues are not
included in the post ger fi 1 During Q4 2000, Qwest sold in a cash transaction, an
additional $36 million in dark fiber to Enron. In the Q3 2001 transaction, this dark fiber was part of the $300
million in dark fiber acqmred from Enron. Also in Q3 2001, under a separate Jegal egreement, Qwest sold
approximately $80 million in lit capacity to Enron.

The dark fiber was re-acquired from Enron at 40% of its original price, or approximately $30 million.

Enron and Qwest were involved in various disputes regarding the dark fiber. Qwest believes this was driven by

Enron’s desire to divest itself of its dark fiber inventory, Qwest needed the dark fiber for restoration capacity on

its network. Partially as a result of this need and parually 1o settle the disputes, Qwest reacquired the dark fiber
at what they continue to believe is a favorable price.

The Qwest investigation confirmed that there was 5o intent or commitment to reacquire the dark fiber sold, It
was an opportunistic purchase in connection with the broader transaction in Q3 2001. Further, Qwest’s
attorneys have concluded that because Enron felt obligated to “sell” the fiber to Qwest, this confirmed the
vajidity of the original sale to Enron and Enron’s acceptance of those assets.

According to Bryan Treadway, Qwest’s conclusion was that this transaction was correctly recorded in Q2 2001
360 Networks

Q3 1999 and Q1 2000

Pre-merger, Qwest sold dark fiber and conduit to 360 Networks. In separate Jegal agreements, Qwest also
acquired dark fiber from 360 Networks. The revenues and cost of sales are as follows:
Revenues Cost of Sales
1999 $73 million  $20 million
Q100 $43 million  $34 million

In addition, Qwest received $14 million in cash from 360 Networks as part of the Q3 1999 transactions.

Subsequent to the sales and in connection with the bankruptcy filings of 360 Network, disputes have arisen
regarding these transactions. 360 Networks had not formally accepted the capacity and claimed certain
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incidentals (hand holds and manhole covers) were missing. Qwest claimed it did not receive a substantial part of
the capacity 1o which it was entitled.

In connection with the beankr'up*:c;1 proceedings of 360 Networks, the parties have sgreed to the following
reselution.

1. 360 Networks will return to Qwest the following capacity: (1} Lake City to Jacksonville {sold Q1
2000); (2) New Orleans to Jacksonville (sold Q3 1999) and (3) Cleveland to Albany (sold Q3 1999). In
returs, Qwest will pay 360 Networks $26 million in cash and grant a metro-fiber IRU to 360 Networks
for $8 million. This $34 million was the original purchase price of the returned assets.

2, Qwest will allow 360 Networks to abandon its Boston to New York capacity and return the capacity it
purchased from 5360 Networks in Q1 2000, Qwest will no longer have rights to the capacity but will
recejve no remuneration. According to Bryan Treadway, this $18 million loss was reserved for in Q3
2001 when 360 declared bankruptcy.

3, 360 Networks will grant Qwest a lien on all remaining 360 Network capacity rights it owns along with
the right to acquire the capacity for one dollar. This wil] ensure Qwest’s capacity rights are secured in
any future bankvuptey proceedings or if 360°s network is acquired by & hostile buyer.

The proposed settlement will state that neither Qwest nor 360 Networks agree or concede that these are
executory contracts, but for purposes of this resolution only they will be treated in a manner similar to executory
contracts for bankrptcy purposes. According to Qwest legal counsel, neither party beheves these are executory
contracts. This stipulation is the most efficient means of completing the sett} by keeping the disputed
assets out of the 360 Networks bankupicy estate.

According to Bryan Treadway, Qwest’s conclusion was t!:at this transaction was correctly recorded and the
return of assets is a Q2 2002 of disp between the parties.

Flag
02 2001

Qwest sold Flag capacity for $20 million and acquired in a separate legal transaction: (1) a one-year lease for
$20 million and (2) an option to acquire a 20-year JRU on newly constructed capacity for $10 million. The
option expires in Q2 2002 and Qwest has notyet exercised its option. Qwest Is expensing the $20 million
interim capacity lease over twelve months and is assigning no value to the option because of its uncertain

exercise.

Qwest re-considered whether revenue recognition was appropriate at the time of sale, Qwest concluded that
even if the non-monetary rules were to apply, revenue recognition was appropriate because it was an exchange
of dissimilar assets (an asset for an operating lease), Profit recognition was not an issue because Qwest lost $3.8
million on the transaction.

According to Bryan Treadway, Qwest’s conclusion, was that this transaction was correctly recorded in Q2 2003
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MCUWorldCom
gz 2001

Qwest sold an IRU to MCYWorldCom for $86 million in a Q2 2001 uniltateral cash transaction. During Q2
2001, Qwest also agreed to various amendments to unrelated agreements and commitments from WorldCom
under which Qwest revefved breakage fees. Qwest revisited the fair value of the capacity sale in connection
with its investigation and concluded the transaction was priced on an arms-length basis. The capacify was sotd
to MCI/WorldCom at $0,045 per DSO mile compared to cash transactions for similar capacity of $0.053 to
$0.13 per D8O mile in the same quarter.

According to Bryan Treadway, Qwest’s conclusion was that this transaction was correctly recorded in Q2 2001

Corvis
02 2001

Corvis acquired optical capacity from Qwest for $10 million and paid the necessary 25% initial payment for
revenue recognition. The gross margin on the transzction was 85 million. In the same quarter, Qwest increased
a purchase order for Corvis equipment by $10 million. Qwest never accepted the equipment delivered under the
purchase order becaunse #t did not meet Qwest’s quality dards. The purchase order was 1led. The Qwest
investigation concluded that the capacity saje was a separate legal transzction and not dependent upon the
possible purchase of equipment.

According to Bryan Treadway, Qwest’s conclusion was that this transaction was correcily recorded in Q2 200]
MFN

02 2001

In Q2 2000, Qwest deposited $67 million with MFN to reserve capacity rights on a network to be constructed by
MFN. This was pre-merger. In Q2 2001, MFN acquired Japanese backhau! capacity from Qwest in 2 unilateral
cash transaction for $16 million. The Qwest investigation concluded these transactions were not related.
According to Bryan Treadwey, Qwest’s conclusion was that this transaction was correctly recorded in Q2 2001.
Sing-Tel

04 2000/01 2001

In Q4 2000, Qwest sold capacity to Sing-Tel for $6 million. The routes were received by Sing-Tel in Q4 and

accepted in Q1 2001. In a separate legal transaction, Qwest agreed 10 acquire routes from Sing-Tel. The routes
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were jdentified and accepted in Q1 2001. Qwest recognized revenue and margin on this transaction in Q1 2001.
The Qwest investigation conclnded deferral of revenue recognition until Q1 2001 was appropriate.

Network Plus

04 2000

Qwest recognized $12.2 million in revenue in Q4 2000. All acceptance letters had been received and the
capacity delivered. However, Qwest believes the cash was not received until January 10, 2001. This is
inconsistent with the Andersen workpapers which show that 100% percent of the cash was received in Q4 2000.
The gross margin on the Network Plus transaction was $7.5 million.

There have been numerous cash receipts from Network Plus and Qwest is unsure whether the January 10, 2001
receipt related 1o this transaction. As a result, Qwest will stay with its original conclusion that profit recognition
was appropriate in Q4 2000. This is consistent with Andersen’s testing results in Q4 2000.

Teleglobe
042000

Qwest sold optical capacity to Teleglobe in Q4 2000 for $72.8 million. Teleglobe and Quwest also entered into
an “Option Agreement.” The option agreement states that upon mutual consent, Teleglobe may exchange the
routes received and if such a request is accepted by Qwest, Qwest will be responsible for delivering the alternate
capacity by a date certain or otherwise be responsible for Teleglobe’s cost of interim capacity until the alternate
routes are received. The option expired in December 2001 and the routes were never exchanged. Further,
Qwest concluded as part of its investigation that Qwest was not compelled to accept the exchange despite the
title of the agreement and the penalty provisions for lack of tirely delivery were only applicable if Qwest agreed
1o the exchange. Qwest concluded the existence of the option agreement had no impact on revenue recognition

in Q4 2000.
Winstar
QI 2001

Qwest sold capacity to Winstar for $40 million and recognized revenues of $22 million. Revenue was
recognized only to the extent of cash received because Qwest was concerned about Winstar’s viability.

However, other receivables (approximately $6 million) from Winstar existed at March 31, 2001, calling into
question how the cash payment for the IRU should be applied by Qwest. Winstar went bankrupt after the end of
the quarter and eamings release but before the filing of the 10Q. Qwest continued to recognize revenue on the
transaction and the unrelated receivables were considered in Qwest’s bad debt analysis as of March 31,2001.
Winstar was dependent upon a financing arrangement from Lucent that was terminated after the end of the
quarter. Prior to recording the sale in Q1 2001, the Qwest controller (Mark Schumacher) called the CFO of
Winstar and received es as to the sound of their fi ial condition and the status of the Lucent
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financing commitment. Qwest also performed an internal credit analysis of Winstar. The Qwest investigation
concluded that recording the sale in Q1 was reasonable given the facts and circumstances at the time.

KPNQwest
Q32000

1n Q3 2000, Qwest sold KPNQwest 4 STM-1’s from Seattle to Tokyo for $12 million. Qwest received cash
upon delivery and acceptance, The gross margin was 33 million. In a separate legal transaction on October 17,
2000, Qwest purchased 13 STM-1°s from New York to London for $12 million. The timing of the transactions
might indicate that this was a structured transaction.

According to Bryan Treadway, Qwest’s conc{usion was that this transaction was carrectly recorded in (33 2000.
The margin was below our PAJE scope and would have reversed prior to yearend.

Asset Sales for Service Agreements

Q12001

During the fourth quarter of 2000, Qwest entered into several transactions in which Qwest sold optical capaeity
for cash and under separate legal agreements, acquired services or operating Jease rights. These transactions
were deferred until Q1 2007 becanse Qwest did not begin receiving the service or acoess rights until that period.
During Q1 2001, Qwest recognized both revenues and profit on the sales of vapacity. If these transactions were
deemed non-maonetary exchanges, recognition of revenues would not be problematic b they constitwred
the exchange of an asset for a service or operating Jease. .However, based upon Andersen’s revision to its White
Paper i February 2002, recognition of profit may be problematic if that interpretation was to be applied
retroactively to these transactions. Qwest continues to belisve these were separate legal agreements which
should be viewed as monetary. However, if they were deemed to be non-monetary, Qwest believes (1) the
Andersen interpretation should not be applied retroactively and/or (2) the receipt of cash satisfies the initial
investment criteria in SFAS No. 66.

Sumimarized below are these transactions.

On Fiber

Qwest sold a $4 million IRU and recognized gross margin of $2 million. Qwest received access rights over two
years. If deemed non-monetary, approximaiely 12/24ths of the profit recognition may be deemed appropriate
under the new Andersen interpretation. This is under our PAJE listing scope. See also BBO below for
aggregate impact.

Telseon

Qwest soid $5 million in dark fiber and recognized a gross margin of $2 million. In a separate legal transaction,
Qwest acquired Ethernet serviges from Telseon. Telseon made a 25% initial payment for the capacity. Telseon

s
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defanjted on their remaining payment and the dark fiber was taken back in 2 December 19, 2001 setilement. The
initiz] payment was retained, Telseon has contipued to provide the required Ethernet services sub iating the
separate enforceability of the transactions.

According to Bryan Treadway, Qwest’s conclusion was that this transaction was correctly recorded in Q1 2001.
This is evidenced by Telseon’s performance on the Ethemet contract despite forfeitare of its initia) payment and
asset under the dark fiber contract. -

BBO

Qwest sold en IRU for $6 million and recognized a margin of $4 million. In a separate legal transaction, Qwest
acquired BLEC access from BBO for 20 years. If deemed non-monetary, the margin may have 10 be recognized
over the twenty-year period in which BBGO grants Qwest access to its properties. This amount, when combined
with the On-Fiber transaction, would still remain under our PAJE listing scope.

Title Issues

Qwest has engaged outside counsel to assist in a review of its IRU purchase and sales agreements. The objective
of the review was 10 advise the Company whether it has a reasonable basis to conc)ude that title/legal ownership
will antomatically pass for post-EITF 00-11 transactions, or that title/legal ownership will either (1}
automatically pass or (2) pass upon payment of a one dollar nominal option for pre-EITF 00-11 transactions.

See the general representation lerter for the Company’s conclusion.

The review identified an isolated exception were capacity was acquired from two telecommunicaiton companies
that are now bankrupt. There was not a reasonable basis to conclude that Qwest had the ability to obtain title
from these entities and thus could not, in turn, pass title to this capacity to its customers. The companies
involved were DTI and FTV.

Quwest identified eny and all IRUs it may have sold that could be tainted by this constraint. In leu of treating the
tainted segment as an operating lease (this was generally 2 Sunnyvale-to-Seattle segment that connected to
Seattle-to-Tokyo capacity), Qwest conservatively considered the entire circuit sale tainted. The resul wasa
potential reversal of revenes of $29 miltion and 347 million in 2000 and 2001, respectively, and gross margin
of $10 milion and $27 million in 2000 and 2001, respectively. We will post an sppropriate PAJE,

Sunmary

On March 26, 2002, I was told by the Qwest CFO (Robin Szeliga) that of the approximately 225 IRU
transactions in 1999, 2000 and 2001 investigated, external counsel raised only 8% as having any possible issues.
“These are the issues raised in this memorandum. Her conclusion was this did not demonstrate a systematic
pattern of intentional non-compliance nor did it indicate a material control weakness.
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Mark M. Iwan

cc: Richard J. Howell-Andersen Dallas
Mark Schoppet-Andersen Little Rock
Richard B. McCune-Andersen Seattle
Bryan Treadway-Qwest
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Boise Cascade Corporation
1111 Wesd Jeferson Street POBex 50 Bokse, 1D 83708
7208 384 7557 F 208 384 4302

Lo
St Excetv Ot BOISE

May 6, 2002

Nir. Philip Anschutz
Chairman of the Board
Qwest

1801 California St
Denver, CO 80202

Dear Phik:
{ am forwarding to you the enclosed letter, which | received on May 1. The writer is
apparertly under the mistaken impression that | am a member of the board at Qwest,

Yours Very Truly,

e

e Harad

GH/gb

QECX004909
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George Harad

Qwest Board of Directors
3675 W. Quail Heights Ct.
Boise, 1D 83703

Aprit 25™, 2002

Dear Mr. Harad:

1 am asking that you fire Joe Nacchio and Drake Tempest for cavse. Qwest has violated Secu.rity
Jaws, FCC rules, and some state commission rules.

Joe and Drake did oot order specifically subordinetes to do unethieal and/or illegal acts.
However, they set goals and targets that were impossible to attain without engaging in unethical
and/or illegal acts. Basically, subordinates were given the choice of attaining these targets or
being fired. Unfortunately, at least a dozen Qwest employees chose to break the law rather than
face dismissal.

The SEC is searching in some of the right places where the violations occwrred. The people
involved were at leas! smart enough to do most things crally and left a very sparse written trail.
1t will either 1ake the SEC getiing lucky or employees breaking ranks in order for the SEC to
uncoves the “smoking guns”,

Qwest employees and investors have lost faith in Joe. I this were a democracy, Joe would be
voted ot of office by a margin of 99 1o 1. It will be impossible 10 turn around the company with
ad lized angry employee body. Some empl are actively working toward undermining
Joe. There is even a “Joe Must Go” campaign. Most Qwest investors have zlready voted with
their feet, Joe and Drake have presided over one of the largest destruction of shareholder value
in the history of Americen business. Calpers has named Qwest as the worst managed business in
America. Blaming the ecanomy for Qwest's problems is a bunch of buak.

Joe and the current senior management team have been directly responsible for scveral billion
dolar blunders, such as the Cyber Centers and Belf South stock deal. Many of these blunders
are being hidden or glossed over. If you are not getiing honest information about these incidents,
1 recommend that you taik 10 some Jower Jever managers.

Please consider your own Jiability. This letter shall serve notice 1o you that illegal things have
been done at Qwest. Un the advice of my lawyer, 1 am not going to include the specifics in this
lester. ] am handling it in this manner because if 1 listed the specifics, then you would have to
disclose the information in the depositions from current Jawsuits. 1T you fil take zction, T will
make sure this letter and specific information gets into the hands of the proper authorities and the
hands of the lawyers who have filed class action suits against Qwest. Do the courageous thing
and do the right thing, get rid of Joe Nacchio and Drake Tempest before they bankrupt the
company and you. 1 am assuming tha) you learned something from Enron.

Bincerely,

Michael

QECX004910
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CONFIDENTIAL

From: Wright, Robin

To: Myer, Nate; Churm, Brian

CC: Amstrong, Jackie; Higase, Ted; Young, Chris (AGC); SHERMAN, STEVE; Yaremko, Robert
BCC:

Subject: Qwest not rolling the Q4 capacity {F}

Date: 3/12/2001 1:10:49 PM

Attachments:

The reason that the $22.5M is not included is that they specifically asked that they keep that amount
open to portability anywhere on the GX network. The reason for the language is that in order to prove
that this is not a swap, we needed to give them a BPO and portability one time. If they port the capacity
once, they lose the BPO. Robert can explain it more, but it was the only way we could get passed swap
issues. So again, there is nothing to be done on those circuits at this point. It was a GX deal, they can
port it anywhere. They may well ask to activate the capacity in South America. I think you need to get
past thinking this is on PC1. We used PC1 only as a placeholder and we'll have to see what they do.

In terms of this quarter's deal, we have the same swap issues so we'll again need to'give them a BPO and
terms to port the capacity once. We will make sure that the portability is only on AGC this time and I'm
sure they will be fine with that.

So, the deal looks like this: $120M for EAC waves. We'll need to make that portable anywhere in AGC
and give them a BPO. We buy $120M from them. $20.8M of that is from the 3Q deal. For the rest, we
are buying waves, Jocal loops, co-lo, whatever to come to parity. We are swapping $100M checks this
quarter.

Jackie, did I leave anything out?

From: Myer, Nate

Sent: Monday, March 12, 2001 3:53 PM

To: Wright, Robin; Churm, Brian

Cc: Armstrong, Jackie; Higase, Ted; Young, Chris (AGC); SHERMAN, STEVE
Subject: RE: Qwest not rolling the Q4 capacity

Robin,

Apologize in advance, but you may have to be clearer than below when measuring financial impact of
current Qwest deal proposal on AGC.

My understanding is that $22.5M PC-1 deal has portability option outside Asia even AFTER activation.
That would allow AGC $0 Q1 revenue recognition in terms of Cash Revenue, Proportionate Cash
Revenue or GAAP revenue. Even AFTER PC-1 activation, this would still have to be treated as a lease
from AGC financial perspective as Brian points out. The signed contract I have from Jackie states
clearly that Qwest has option to port anywhere in world even AFTER PC-1 activation.
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It would be better to roll up $22.5M into larger Qwest deal vs $20.8M. The $20.8M is portable within
Asia only and AGC already took that revenue credit in Q4, 2000 (GX took credit in Q3, 2000).

Can someone please advise why $22.5M is no longer being discussed as part of larger deal? 1 had
always heard the $43.8M (both $20.8M and $22.5M) rolling up into larger deal.

Robin - if you are driving this can you give me a call to discuss if you have a moment? Sorry to distract
you with AGC financial forecasting, but this may impact how Qwest deal should be structured if given
any options.

From the customer perspective, portability after activation is a great addition. However, the AGC
finance team has no choice but to record $0 revenue. Ted and Chris should be aware that these types of
contracts will only count as a lease at AGC level. Thanks.

Nate
310-385-3857

----- Original Message-----

From: Wright, Robin

Sent: Monday, March 12, 2001 8:07 AM

To: Churm, Brian

Cc: Armstrong, Jackie; Higase, Ted; Young, Chris (AGC); Myer, Nate;
SHERMAN, STEVE

Subject: RE: Qwest not rolling the Q4 capacity

Let me be clear:

Qwest would like to apply the $20.8M (which is portable in AGC) to the deal. We need to come up with
reciprocal purchases to make up the difference. There is NO CHANGE to the $22.5M 4Q deal which is
portable anywhere in GX. They have not told me they want to activate those circuits on PC1. Unless
they told someone else, we don't do anything with those at this point and wait for further instructions
from them. When they do activate them on PC1, yes, AGC gets the revenue. Keep in mind that GX
already booked this revenue in 2000.

Robin

-----QOriginal Message-----

From: Brian Churm [mailto:bchurm@globalcrossing.com]

Sent: Sunday, March 11, 2001 4:10 PM

To: Wright, Robin

Cc: Jackie Armstrong; Ted Higase; Chris Young; Nate Myer; Steve Sherman
Subject: RE: Qwest not rolling the Q4 capacity

Steve,
Given that Qwest is not interested in rolling the $22.5M Q4 deal into this
new offer,

we will have to pursue plan B.

In their request to have the $22.5M provisioned on PC1, can we have written

file://D:\EMAIL\0000000000000001\0000000015754EBD.html 7/2/02 »
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into the order/letter .
that this capacity is limited to porting with AGC only? We did it on the Q3
deal, can we do the same here?

This issue is critical to AGC being able to recognize the revenue on the PC1
circuits.

If we don't have the porting restriction added, the entire deal looks like a
giant month to month lease.

Brian

----- Original Message-----

From: Wright, Robin [mailto:RWright@GlobalCrossing.com]

Sent: Friday, March 09, 2001 9:38 AM

To: Thieme, Doug; SHERMAN, STEVE; Joggerst, Patrick; Fitzpatrick, Brian;
Barker, Charles; Mercogliano, John; Churm, Brian; Higase, Ted; Lawlor,
Scott; Coghill, Michael; CAREY, DAVID

Ce: Walsh, David; Myer, Nate; Armstrong, Jackie; Dawson, S. Wallace;
Alavanja, Peter T.

Subject: Qwest

Talked with Susan this morning and she had just been in with Greg Casey
to go over status and get his take on the direction of the deal. Some

key points:

* After Bill Heil had a chance to talk with Brian and Steve, he is

clear on the deal and has backed down on the pricing issue. They may
argue a bit on the price, but we're pretty close. This, however, is to

some degree dependent on what we buy from them. If we are heavy on the
wavelength side, we're fine as they have decent margins.

* They are interested in applying the 3Q capacity to the deal, not

the 4Q. So that's $20.8M in capacity that was portable within Asia.

* They want this to be a $100M deal. I confirmed (and

reconfirmed) that they can exchange checks with us by the end of the
quarter and she said absolutely. In fact, they have changed the way the
account for revenue and need the cash. This is a good thing for us.

* We need to nail down our buy side no later than Wednesday. This

now is a bigger deal, so we've got work to do. We were looking at $50M,
now we've go to really work at upping that. And, before you say it,
know buying wavelengths is something we'd prefer not to do. We're with
you. But I think we may have to do it if we are going to hit the

revenue target. Wally and David will probably have to work this out.
Let's just assume we now need to get to $100M and see how we would do
it.

* From the contract side, I believe we can just do another letter
agreement for the EAC purchase. Jackie is ready to go. On the buy

side, they are going to see if they can use the 4Q wavelength deal and

do amendments. She is not sure as on the metro side the pricing is not

per DSO mile so it's a bit different. She will try, though. If we do

end up doing a deal in Europe, we'll need a separate contract for that.

And on the regulated side, there will be a separate contract. She

file://D:\EMAIL\000000000000000110000060015754EBD . htm] 7/2/02
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promised to send me standard contracts so we can start looking at them.
At this point she believes they will use Jim Tobin again as the attomey
which is good for us. We've worked with Jim on all of our previous

deals and work well with him.

* Jackie, if you want to start drafting the letter in the same

format, Brian Churm or Steve Sherman can give you the details.

The good news is the deal can be $100M. The bad news is the deal can be
$100M and we have to figure out how to spend that. Doug, I'll let you
run with the buy side if that's still OK.

Thanks,

Robin Wright

Senior VP, Global Sales and Support
Global Crossing

88 Pine Street 30th Floor

NY, NY 10005

Office: 212-658-8168

Fax: 212-658-8093

Mobile: 917-270-5364
rwright@globalcrossing.com

file://DAEMAIL\000000000000000110000000015754EBD. html
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CONFIDENTIAL

From: Armstrong, Jackie

To: Armstrong, Jackie; Pham, Phuong N.'; Yaremko, Robert

CC: 'Dan.Nimtz@gwest.com'’; 'david.fent@qwest.com'; william.heil@qwest.com';
*kelly.carter@qwest.con’; "Susan Chase (E-mail)’, 'kimberly.stout@qwest.com'; 'Tana Simard (E-mail)’;
"‘Donna C Day (E-mail)'; 'Denise A Cohen (E-mail)'; 'Tobin, James M."; ‘Matthew Scott (E-mail)’;
Jennifer Black (E-mail)’; ‘Tim Gallegos (E-mail)'; 'tksimar@qwest.com'; Wright, Robin; Young, Chris
(AGC); Higase, Ted; Myer, Nate; Carroll, Charles

BCC:

Subjeet: Global Crossing Hong to Tokyo IRU{F}

Date: 3/27/2001 12:16:12 PM

Attachments:
Qwest side letter 3.27.01 .doc

All
1 have made a stab at the portability side letter - please sce attached
Jackie

----- Original Message-----

From: Armstrong, Jackie

Sent: Tuesday, March 27, 2001 6:54 AM

To: 'Pham, Phuong N.'; Yaremko, Robert

Cc: "Dan.Nimtz@gqwest.com'; 'david.fent@qwest.com';
'william.heil@qwest.com'; 'kelly.carter@qwest.com'; 'Susan Chase
(E-mail)’; 'kimberly stout@qwest.com'; 'Tana Simard (E-mail)’; 'Donna C
Day (E-mail)} Denise A Cohen (E-mail)’; 'Tobin, James M."; 'Matthew
Scott (E-mail)"; Tennifer Black (E-mail)’; Jim Gallegos (E-mail)";
'tksimar@qwest.com'; Wright, Robin; Young, Chris (AGC); Higase, Ted;
Myer, Nate; Carroll, Charles

Subject: RE: Global Crossing Hong to Tokyo IRU

Here is the revised main agreement with POP addresses and the HX to Tokyo agreement
1 think these are final

Phuong please confrim

Rob please sign off on these

The PC 1 contract will follow once 1 have revised maintenance costs

Thanks

Jackie

————— Original Message---—--

From: Armstrong, Jackie

Sent: Monday, March 26, 2001 1:55 PM

To: Pham, Phuong N.’; Yaremko, Robert

Cc: Dan Nimtz@qwest.com; david.fent@gqwest.com; william.heil@qwest.com;
kelly.carter@qwest.com; Susan Chase (E-mail); kimberly.stout@qwest.com;
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Tana Simard (E-mail); Donna C Day (E-mail); Denise A Cohen (E-mail);
Tobin, James M.; Matthew Scott (E-mail); Jennifer Black (E-mail); Jim
Gallegos (E-mail); 'tksimar@gwest.com'; Wright, Robin; Young, Chris
(AGC); Higase, Ted; Myer, Nate; Carroll, Charles

Subject: RE: Global Crossing Hong to Tokyo IRU

] attach the revised PC-1 agreement
Jackie

-----Original Message-----

From: Pham, Phuong N. [mailto:PPham@mofo.com]

Sent: Friday, March 23, 2001 12:14 PM

To: Jackie Armstrong (E-mail); pthompson@globalcrossing.com;
ryaremko@globalcrossing.com

Cc: Dan Nimtz@qwest.com; david.fent@qwest.com; william.heil@qwest.com;
kelly.carter@qwest.com; Susan Chase (E-mail); kimberly.stout@qwest.com;
Tana Simard (E-mail); Donna C Day (E-mail); Denise A Cohen (E-mail);
Tobin, James M.; Matthew Scott (E-mail); Jennifer Black (E-mail); Jim
Gallegos (E-mail)

Subject: Global Crossing Hong to Tokyo IRU

Please disregard my last email. Attached is a revised draft that has been
corrected to specify the new purchase price.

Phuong N. Pham
Morrison & Foerster LLP
425 Market St.

San Francisco, CA 94105
(415) 268-6233 (Tel)
(415) 276-7062 (Fax)

<<Global Crossing to Qwest EAC2 IRU 1Q2001.DOC>>

This message contains information which may be confidential and privileged.
Unless you are the addressee (or authorized to reccive for the addressee),

you may not use, copy or disclose to anyone the message or any information
contained in the message. If you have received the message in error, please
advise the sender by reply e-mail @mofo.com, and delete the message.
Thank you very much.

file:/ANCOMMERCE\common\O&T\global%20crossing\armstron, 2\EMAIL\0000000000000001 6/10/02
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Global Crossing North Ameyicau nen'vorks, Inc.

Global Crossing North American Networks, Inc.

March 27, 2001
Qwest Communications Corporation
555 Seventeenth Street
Denver, CO 80202

Fax No.: 303 291 1724
Dear Sirs,

We refer to the purchase by Global Crossing North American Networks, Inc (“GCNA”)
of certain capacity in North America pursuant to a Wave IRU agreement of even date
made between GCNA and Qwest Communications Corporation (“Qwest”) and the
purchase by GCNA'’s affiliated company Global Crossing Ireland Limited (“GC Ireland”)
of certain capacity in Europe pursuant to an IRU contract for EuroRings Capacity also of
even date and made between KPNQwest and GC Ireland. The agreements referred to in
this paragraph are together defined as the “Agreements”, GC Ireland and GCNA are each
referred to in this letter as the Purchaser and Qwest and KPN Qwest are each referred to
in this letter as the Provider.

It is the intention of the parties to the Agreements that following activation of the
capacity purchased thereunder, the Purchaser may, subject only to availability and upon
thirty days written notice provided to the relevant Provider, be allowed to sell back any
Capacity purchased pursuant to the Agreements in exchange for the relevant Purchaser’s
purchase of an IRU in any of the following: (the “New Assets”)

(i.) Bandwidth capacity between the same or alternative sites in Europe or the USA;

(ii.) dark fiber between the same or alternative sites in Europe;
(iii.) conduits anywhere in Europe
@iv.) local access Facilities in North America [define]

The repurchase price of the Capacity sold back to the Provider will be the amount paid
for such Capacity by the Purchaser. The purchase price of the New Assets will be as
agreed between the parties and will be no less favorable than the best price offered by the

D:\Travel File\Qwest side letter 3.27.01.doc
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Provider to any other customer for similar New Assets in transactions of similar
volume or, where such assels have not previously been sold by the Provider will
be the reasonable market price for similar New Assets in the relevant country in
which they are being purchased. Qwest or KPNQwest or their relevant affiliate and
GCNA or GC Ireland or their relevant affiliate will enter into a new agreement in repect
of the sale and purchase of the New Assets which will be on the same terms as far as
practicable given the assets being purchased as those set out in the Agreements.The term
of the IRU in the new Assets will be 20 years and the agreement will contain the
following clause.”The capacity is physically limited to a specific fiber and wavelength of
light within the cable and a specified amount of capacity. Provider shall not move the
capacity to another fiber or wavelength of light without Purchaser’s prior written
consent.” In the event the New Assets constitute conduit the agreement will contain
appropriate access rights to aillow the Purchaser free and unfettered access to conduit for
maintenance and installation of cables. :

Any maintenance costs paid or payable by Global Crossing Irelanf Limited in respect of
capacity purchased in Europe under the agreement referred to above will be credited

towards the purchase price of the New Assets.

By signing below the parties to this Agreement agree to the terms as set out above.

Accepted and agreed Accepted and agreed
Global Crossing North America
Networks, Inc. Qwest Comumunications Corporation
Name: Name:
Title: Title:
*P&OM
Director:
Date:_
2
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Global Crossing Ireland Limited

Name:
Title:

*This Agreement shall not be binding upon Qwest until countersigned by the P&OM
Director and Executive Vice President, Wholesale Markets (or an authorized designee)
for Qwest.

By signing below the parties to this Agreement agree 10 the terms as set out above. )

Accepted and agreed Accepted and agreed

Asia Global Crossing . Qwest Communications Corporation
Asia Pacific Commercial Limited

Name: Name:
Title: Title:
*P&OM
Director:
Date:_

*This Agreement shall not be binding upon Qwest until countersigned by the P&OM
Director and Executive Vice President, Wholesale Markets (or an authorized designee)
for Qwest.

D:\Trave! File\Qwest side letter 3.27.01.doc
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From: . {hase, Susan

Sent: Wednesday, March 28, 2001 123 AM

To: Heaglund, Roger; Dalton, Joe/Bischoff, Britt

Ce: Pye, Martha; Lav, Ross; Heil, William (Bill); Casey, Greg/Hawkins, Julie; Day, Donne.

Denise A; Capris, Daryl; Rivera, Rick; Petrie, Deb; Welch, Pat; Suson, Michael J;
‘axmeken@uswest.com'’, Scott, Matthew
Subject: RE: Giobal Crossing - A proposal

Roger,

Te confirm what we discussed earlier we will allow GC to take the discount back to Jan 1,
2001. However,I have been informed that this must come in as & billing dispute,

We have all the agreements ready to sign. We will need to add some circuits bo the
exigring wave and European agreements to show the detail of the total amounts. Legally we
can sign and add in parallel. The acceptance letters will be done in the am. I am
attempting to get Greg to sign before he leaves for the airport. We will need Lo make sure
we have the invoices done and the wire transfer ready to go in the am. This wiil allow ue
to meet our deadlines for the NWT deal. :

I am attaching the sell side of the NWT agreement to have Greg £ign at the same time.
Since the buy side is not complete and Ross is in Denver maybe he can sign what we are
buying from NWT in an effort to get it done by the dead line.

Thanke again for your help in resolving our Metro IRU problems.
In summary,

Globzl Crossing iz buying 60 million in US Wave sexvice, with portakility. wWith an
sdditional 45 million for ruropean services with the ability to port te dark fiber. Grand
total is 105 million in bookable revenue to Quwest. Global has also committed to a binding
MOU for an additional 15 million in Metro services.

Qwest is buying 110 million dollay North Asia ring with portability on all of BaC.
Additionally, we are purchasing 30 million of PC1 capacity at a price that is 15,000,000
dellars under what

would pay at our existing inventory rates. Total purchase is 140,000,000 million lesa the
20 million we paid in the 3rd quarter brings the deal down to 120,000,000,

Susan
s
Audrey Mekinney has been awesome to work with. I now feel as if I know more tham I will

ever what to know about inregion issues. Thanks, Audrey for coming through with getting
us to the table on the issues.

-Original Messages-«-~-

From: Beaglund, Roger

Sent: Tuesday, March 27, 2001 8:26 PM

To: Chase, Susan; Dalton, Joe/Bischoff, Brite
Ce: Pye, Martha; hauw, Ross: Reil, william (Bill)
Subject; RE: Global Crossing - A proposal

QEC 102556
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Importance: High

T think we're clese. Here's quick comments:

Ross, is the Asian Northern Ring for resale/inventoxry or for PPE {ie we'll lease services
off it)?

1 wouldan't do the rekre credit to January 1.

Finally, make sure that the 30% is the effective discount, not necesgary incremental (I
think they understand this point}.

Roger

~Original Message-----
¥rom: Chage, Susan
Sent: Tsesday, March 27, 2001 $:52 PM
To: Dalton, Joe/Bischoff, Britt
_ Ce: Hoaglund, Roger
Subject: FW: A pxoposal
Importance: High

Joe,
what do you think. I think we compromise and say ok. I will go and try and get them to

go to 15. 1 agree with Robin we are forcing them to take stuff they do not have a need
for.

Susan

~+~Original Message--
From: Wright, Robin (mailte:RWright@Globallrossing.com}
Sent: Tuesday, mMarch 27, 2001 6€:48 PM

To: Chase, Susan

Bubject: A proposal

Susan,

#e have had considerable discussiens intermallily about how to handle
the local accese IRUS. You know, of course, that our original intent was
to commit as much as popsible to the access IRUs, given that this was our
primary driver in our purchases. Since we have no assurance that this ig
possible, we have internal approval to do the following:

*  We commit to an extra $I0M in wavelengths IRUs in the US under the

terms of the existing wave agreement. So, we make one modification in the

amount {increaged to $55M) and that is ready to sign

* We commit Lo purchase local access IRUs for an additional s2oM,

provided that we are able to reach an agreement that allows us to buy

these in hoth the existing and new facilities. The rveason for this ie

that from cur analyeis, we can't get to the $20M without new and exizting.

* In exchange for the additional commitment of $10M , Qweat will give

a discount of 30%, retroactive to January 1, 2001, The term on the leasen

will be 5 years.

* All IRUs are fully portable « ie we can swap the circuite we buy for

other circuits of the same or different values provided the overall value
2
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is the sawe

* i1f you are having trouble drawing up the MOU and the apecifica
arcund that, perhaps we can agres to continue to work on wording but not
let our desdline of signing teday hold ug wp. We can each wire money
tomorrow; you the $120M, us the $100M and the $20M MOU can follow. We
absolutely want to commit to the additional $20M, as soon as we are
certain that both new and existing locations can be part of the deal.

¥e understand your concern abeut the fact that you are paying more
thie quarter, but I would ask you to understand how far off we are from
our original intent. Last Priday, in the interest of moving this forward,
we agreed to up cur commitment oh the waves $15M and the RBurope capacity
$15M, With this additional £10M, the total is now $40M and we feel we are
being more than accommodating. We also believe that the §$20M MOU
outstanding will help us move this along guickly, which I know is
important te all of us.

We're still at the office, waiting to wrap this up. We still do not
have feedback on porrability se both the wavelength and Europe agreements
are not ready to sign.

Thanks, Robin

s QEC 102558
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Calis, Peter

From: Calis, Pefer
Sent: Thursday, March 28, 2001 10:45 AM
To: Alavanja, Peter T.
Ceo: Lawlor, Scatt; CAREY, DAVID; Wright, Robin
" Subject: RE: Qwest Update (URGENT INFORMATION NEEDED)
Peter,

This is a tricky ane!

j understand that we commit for 45 M for "wavelengths” in Europe, but to be convenied into fiber andfor duct at a later
stage...

Apsil 10 1 have 2 maeting scheduled with KPN Qwest to discuss those detafls...so 2t this point of ime 1 dont know
which fibers or ducts...

But since we should specify some detail here, | would suggest to detail our target for this 45 M: 2 ducts on the route
Frankfurt - Nuremberg -Prague-Vienna-Munich, for & total route length of some1200 Km.

Peter
wenOriginal Message—
From: Alavenja, Peter T,
_Sent: Wednesday, March 28, 2001 4118 PM

Yo Calis, Peter; Lawior, Scotl; CAREY, DAV
Subject: FW: Qwest Update (URGENT lNFQRMATlON NEEDED)
importance: High

Genllemen:

{ need fo finalize the business case for the Qwest deal. Robin Wright suggested 1 coniact each of you' to answer
the questions highlighted below. | would appreciate any information you could provide.

Regards,

Peter

Peter T. Alavanja
Director
Business Development
Global Product Management
Broadband Services
631-205-3943 {phone}
£31-205-3941 (fax)
973-610-1319 (cell)
PTAlavana@plobalcrossing.com
<< File: Alavanja, Peter Tvet >>
werigingl Message--——

From: Wright, Robin
Sent: Wednesday, March 28, 2004 9:07 AM
Tor Alavanja, Peter T,
Subject: RE: Qwest Update
see below
~-=-Origiral Message----
From:  Alavanjz, Pete
Sent:  Wednesday, Narch 28, 2001 G105 AM
To: Wright, Robin

Subject: RE: Qwest Update
Importance; High

Robin:

You must be full of energy this morming, ['ve got some questions on the fatest changes on the Qwest deal
{see below).

Peter

CONFIDENTIAL TREATMENT REQUESTED BY DEBEVOISE & PLIMPTON ... GX-HEC-39547
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Peter T. Alavanja
Director
Business Development
Global Product Management
Broadband Services
631-205-3943 (phone)
631-205-3941 {fax)
973-610-1319 (cell).
PTAlavanja@globalcrossing.com
<< File: Alavanja, Peter T..vef >>
~—Original Message--—
From: Wright, Robin
Sent: Wednesday, March 28, 2001 2:38 AM
To: Jaggerst, Patrick; Fitzpatrick, Brian; Barker, Charles; Waish, David; Dole, Jim; Dawson, S. Wallace; Yaremko, Rabert;
Alavanja, Peter T.; Tingley. Jon B.; Calis, Peter; Coghill, Michael; CAREY, DAVID; Schroeder, Thomas; Croan,
Quinn; Thieme, Doug; SHERMAN, STEVE
Subject; Qwest Update

We're just about wrapped up here, waiting for a couple more clean documents and signatures from Asia
and Europe. Wanted to get everyone caught up on what we did. We had to make some compromises
here at the end of a very long night:
« Sell side remains the same: $140,800,000 for EAC and PC1, less $20,800,000 paid in 3Q, net cash
to us this quarter: $120,000,000
» We committed to
» $45Min Europe (dark fiber, conduit)
How many fibers does this include in Europe? [Wright, Robin] This was not specified, it's $45M
worth. 1believe Peter talked about 12 pairs, but you should check with him.
« $60M in waves in the US
How many waves in the US? What are the city pairs? [Wright, Robin] Again, our choice
anywhere. Dave Carey or Scott Lawlor can help .
e Total cash to be paid $105,000,000
« Committed additional $15M to optical entrance, if/when Qwest can figure out how to offer us
« Got 30% discount on existing base of iocal access leases which Jim and team figured NPV to
be around $10-512M
» The $115M is all portable to any services
1 will provide all the documentation to the interested parties as soon as we get all signatures back. Patrick
and | will also be convening a meeting in the first couple of weeks of the quarter to review all purchase
documents and work out plans to productize, integrate or seil what we bought.

Thanks to everyone for your help on this.

Robin

CONFIDENTIAL TREATMENT REQUESTED BY DEBEVOISE & PLIMPTON GX-HEC-38548
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Global Crossing North American Netwerks, Ine.

% Global Crossing North American Networks, Inc.

March 27, 2001
Communications Corporation

555 Seventeenth Street

Denver, CO 80202

Fax No.: 303 291 1724
Dear Sirs,

‘We refer to ihe purchase by Global Crossing North American Nerworks, Inc (“GCNA™)
of certain capacity in North America pursuant to a Wave TRU agreement of even date
made between GCNA and Qwest Communications , Corporation (“Qwest™) and the
purchase by GCNA's affiliated company Global Crossitg Ireland Limited (“GC Ireland™)
of certair capacity in Europe p toan IRU for EuroRings Capacity also of
even date and made between Qwest and GC Ireland. The agreements referred to in thiis -
paragraph are 1ogether defined as the “Agreements”, GC Ireland and GCNA arc each
nfm’edtoin!his!enerasmerchascrandemésmfmedtohthislmunm
Provider. ’

s o e oy s i e b

1t is the intention of the parties 1o the Agreements!that following activation of the
capacity purchased thereunder {*Capacity™), the Purchaser will, subject to availability,
wupon mutual consent of the parties and upon thirty days written notice 1o the Provider,

be allowed to sell back Capacity purchased p 1p the Agr in exchange for
the rel Purchaser’s purchase of an IRU, in any of the following: (the “New Assets™)
i

{i) bandwidth ity b the same or al ive sites in Evrope orthe USA;
i

(i)  dark iber between the same or alternative sites in Europs or the USA;

@) conduits anywhere in Europe

:

{(iv)  entrance facilities in North America, which provides connectivity to a mwtually
1

agreed upon point. .

The aggregate purchase price of the New Assets will be at least equal to the repurchase

price of the Capacity. Subject to this the Purchaser may pr "= New Assets in any
or units of ity it req

‘2

Confidential Treatment Requested by Qwest Communications intemational, Inc.
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‘The repurchase price of the Capacity sold back to the Provider will be the amonnt paid =
for such Capacity by the Purchases. The purchase price of the New Assets will be as
agreed between the parties and will be no less favorable than the best price offered by the
‘Provider to any other customer for similar New Assets in;u'ansacﬁom of similar vohume
or, where such assets have not previcusly been sold by the Provider will be the reasonable
markes price for similar New Assets in the relevam in which they are being
purchased. Qwest orxtsrelevan!aﬁhaﬁeandGCNAorGChehndonhmm}evam
affiliate will enter into 2 new-agreement in respect of the; sale and purchase of the New
Assets which will be on the same terms, as far as practichble given the New Assers being
- puschased, 55 those set out in the Agreements. The termyof the IRU jo the new Assets
vaﬂbe20yema:d!heagrmmmllcmmn:hefo)lotvmgc}mse. The capacity is
phymwﬁylmﬂcdtoaspec:ﬁeﬁberandwavclcnghofl?glnmthmthecabicmda
specified amount of capacity. Provider shall not move the capacity 1o anothes fiber or
wavelength of light without Purchaser’s prior writien cohsent.” In the cvent the New
Assels jnute conduit the agr will conain approprisme access sights to aliow the
Purchaser free and unfettered access to conduit for maintenance and installation of cables.-

Any mat costs paidor paysble by Global Crossing Ireland Limited in respect of
typmthasedmﬁmpeummcagreemmtnfmedwabovcwﬂ!beuedmd
towards the purchase price of the New Assets. i

’i’h:l’mvid:rwmm,goodfaithcﬁ'msto date the req of the Purch ©
mmc@wwwmwvmdmammw‘oym New Assets under
the terms of this letter,

mmmtofm}MQmmemofﬁns]éwsﬁtheAgnmmmem ‘
of this Jetier will prevail,

2 COEMPGE Portabilty MOU g

" -Confidential Treatment Requested by Qwest Communications Intemational, inc. QEC 00164
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Bysigrﬁngbdowmepmﬁﬂtodisw%m}ucmmuwfmm‘

Accepted and agreed Accepted a:u! agreed
Globat Crossing Nosth America ) L X
Networks, Inc. Qwesthn'immmuons Corporation
Name: - Name
Title: Title:
Global Crossing Jreland Limited

) Approved es o logel o,

‘Name: ; @

Title: - ‘

*Qwest PEOM Dircotor; Zj_,. 4{_& $
=ledor .

Date, §
! )
*This Agreement shall nmbebin&ingupoanesnﬁnﬁ! countersigned by the P&OM
Director and E: ive Vice President, Wholesale M: ‘; (or an authorized designee) for
I
i
i
3 TOPMGC Pertabilty MOU don

‘Confidential Treatment Requested b t Communications Intemational, Inc.
Confide reatm quested by QwestCol nications Internatio QEC 00165
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Accepicd and sgreed ww?'mee
Global Crossing North Amserica !
Neworks, Inc. Qwest Communications Cesporation
| =l
Name' Name: 056 ¢ 152
Titde: Tue &y
Glabal Crossing Ireland Limired
s mw-fa-»wm
Tale: |
*Qwesi PEOM Direator; [
Date:, i

*This Agroement shall not be binding upon Qurest 1nril rountersigned by the PEOM
Dirertor and Executive Vice President, Wholesale Markers {or 3 acthorized designee) for

|
|
|
j
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CONFIDENTIAL

From: Stout, Kimberly

To: Amstrong, Jackie; Wright, Robin; Stout, Kimberly; ""ripsm@perkinscoie.com ''''*; Chase, Susan
(Wholesale); Schreuder, Jan; "jeanlouse.colen@kpngwest.com ' "', Churm, Brian; Higase, Ted; Thieme,
Doug; SHERMAN, STEVE; Caprio, Darryl

CC: Calis, Peter; Young, Chris (AGC); Carroll, Charles; Yaremko, Robert; Gallegos, James; Simard, Tana
BCC:

Subject: Next Steps{F}

Date: 6/21/2001 7:13:00 AM

Attachments:
Side Letter.doc

Thanks Jackie for preparing this letter. I have redlined my comments and
highlighted them as well. We still need Qwest legal and accounting to sign
off on this. Marty, can you coordinate those efforts and get back to

Jackie, et al.??? Thanks, Kim

----- Original Message-----

From: Armstrong, Jackie [mailto:] Armstrong@GlobalCrossing.com]
Sent: Wednesday, June 20, 2001 9:38 PM

To: Armstrong, Jackie; Wright, Robin; "'kimberly.stout@qwest.com '’

' ™ripsm@perkinscoie.com ' ' 'Y, ™susan.chase@qwest.com
trer "an, schreuder@qwest.com 'Y
""jeanlouse.colen@kpnqwest.com ' ' ' '; Churm, Brian; Higase, Ted;

Thieme, Doug; SHERMAN, STEVE, ""darryl.caprio@qwest.com’' ' ' """
Cc: Calis, Peter; Young, Chris (AGC); Carroll, Charles; Yaremko, Robert
Subject: RE: Next Steps

Please find attached draft side letter
Marty I will be reachable on 818 707 8134 tomorrow.
Jackie

From: Ammstrong, Jackie
To: Armstrong, Jackie; Wright, Robin; ™kimberly.stout@qwest.com'"'";

m

ripsm@perkinscoie.com ' ' ' '; ™susan.chase@gqwest.com'''";
"jan.schreuder@qwest.com ' ' ''; ™jeanlouse.colen@kpnqwest.com '’

'; Churm, Brian; Higase, Ted; Thieme, Doug; SHERMAN, STEVE;
""darryl.caprio@qwest.com' ' ' **

Cc: Calis, Peter; Young, Chris (AGC); Carroll, Charles; Yaremko, Robert
Sent: 6/20/01 11:01 PM

Subject: RE: Next Steps

attached revised dark fibre agreement

06/10/2002 5:
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-—--Original Message-----
From: Armstrong, Jackie
To: Armstrong, Jackie; Wright, Robin; "kimberly.stout@qwest.com ' '";

(R

"ripsm@perkinscoie.com ' ' '; "'susan.chase@qwest.com''";
"jan.schreuder@qwest.com ' ' '; "jeanlouse.colen@kpngwest.com "' ";
Churm, Brian; Higase, Ted; Thieme, Doug; SHERMAN, STEVE;
"™darryl.caprio@qwest.com''*'

Cc: Calis, Peter; Young, Chris (AGC); Carroll, Charles; Yaremko, Robert
Sent: 6/20/01 8:56 PM

Subject: RE: Next Steps

All

Here are the revised documents for US backhaul, US waves (if
relevant),Euro waves, Euro duct and Euro waves from KPN. The only issue
not marked is the tax issue discussed yesterday which is to be the

subject of a conference call tomorrow.,

Jackie

————— Original Message-----

From: Armstrong, Jackie

To: Armstrong, Jackie; Wright, Robin; "kimberly.stout@gqwest.com '';
"ripsm@perkinscoie.com ' '; "susan.chase@qwest.com ' ";
"jan.schreuder@qwest.com ' '; “jeanlouse.colen@kpnqwest.com '}
Churm, Brian; Higase, Ted; Thieme, Doug; SHERMAN, STEVE;
"darryl.caprio@gqwest.com' '’

Cc: Calis, Peter; Young, Chris (AGC); Carroll, Charles; Yaremko, Robert
Sent: 6/20/01 7:52 PM

Subject: RE: Next Steps

Revised sale agreement with new bank details attached
Jackie

From: Armstrong, Jackie

To: Wright, Robin; 'kimberly.stout@qwest.com '; 'ripsm@perkinscoie.com
'; 'susan.chase@qwest.com *; jan.schreuder@gqwest.com
Yjeanlouse.colen@kpngwest.com '; Churm, Brian; Higase, Ted; Thieme,
Doug; SHERMAN, STEVE; "darryl.caprio@qwest.com''

Cc: Calis, Peter; 'Chris. *; Carroll, Charles; Armstrong, Jackie;

Yaremko, Robert

Sent: 6/20/01 7:08 PM

Subject: RE: Next Steps

all
please see attached sale agreement as just discussed
Rob - please review again

06/10/2002 =-*
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Jackie

From: Wright, Robin

To: Armstrong, Jackie; kimberly.stout@qwest.com';
‘ripsm@perkinscoie.com'; 'susan.chase@qwest.com';
Yjan.schreuder@qwest.com'’; jeanlouse.colen@kpngwest.com'; Churm, Brian;
Higase, Ted; Thieme, Doug; SHERMAN, STEVE; ‘darryl.caprio@qwest.com'
Cc: Calis, Peter

Sent: 6/19/01 10:39 PM

Subject: Next Steps

Importance: High

First, thanks to you all for the hard work today, we're nearly there.
Attached is the spreadsheet with the agreements and action items. A
couple of other notes:

Jan and Jean Louis will work on pricing first thing tomorrow, then head
to our offices at 88 Pine (at Water Street) to finalize the commercial
terms with Doug, Steve and Peter (via phone)

We'll have a conference call at 6 pm to review final documents. Here
are the details:

Wednesday 6/20

6 pm EST

Dial in 1-888-447-1240

Passcode: 684098

Peter, I have copied you on this for information, but you do not need to
join the call. Of course you are welcome, but we should have the
details ironed out before then.

Thanks, Robin

<<Qwest 2Q Status.doc>>

<<Qwest sale agmt 6.19.01.doc>>

<<Qwest sale agmt 6.19.01.doc>>

<<Backhaul[2].doc>> <<DomesticWave[1].doc>> <<EuroWave[1].doc>>

<<KPNQDuct[1].doc>> <<KPNQCapacity[1].doc>>
<<Dark Fibre.doc>>

06/10/2002 5:
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Global Crossing North American Networks, Inc.

% Global Crossing North American Networks, Inc.

June 22,2001

Qwest Communications Corporation
555 Seventeenth Street
Denver, CO 80202

Fax No. 303.291.1724
Dear Sirs:

We refer to the purchase by Global Crossing North American Networks, Inc
("GCNA") or its affiliated company Global Crossing Ireland Limited ("GC Ireland") of
the following:

1. Certain capacity in the United States with a purchase price of
$8,000,000 (the"US Capacity") to be purchased pursuant to the
Amendment No. 1 to the IRU Agreement made between GCNA and
Qwest Communications Corporation ("Qwest").

2. Telecommunications Ducts with a purchase price of $38,000,000 (the
"Ducts")to be purchased pursuant to an Agreement for the sale of
Telecommunications Ducts on KPNQwest's Eastern European Ring
made between [Qwest] and GC Ireland.

3. Dark fiber in Europe with a purchase price of $17,000,000 9"Dark
Fiber")to be purchased pursuant to a Dark Fiber IRU Agreement made
between [Qwest] and GC Ireland.

4. Certain wavelength capacity in Europe with a purchase price of
$10,000,000 (the "European Capacity") to be purchased pursuant to
Amendment No. 1 to the IRU Agreement made between GC Ireland and
Qwest.

5. Certain wavelength capacity in Europe with purchase price of
$8,000,000 (the KPN European Capacity") to be purchased pursuant to
an agreement between KPNQwest Assets Suisse Sarl and GC Ireland.

The agreements referred to above are defined herein as the "Agreements", either

of GC Ireland or GCNA as appropriate are referred to herein as the "Purchaser"

and Qwest or [KPNQwest] is referred to as the "Provider".

CATEMP\Side Letter.doc
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Global Crossing North American Networks, Inc.

Capacity

Following activation of the US Capacity, the European capacity and the KPN European
Capacity, upon mutual agreement of the Parties, the Purchaser will, subject to
availability and upon thirty days written notice to the relevant Provider, be allowed to
sell back the whole or part of the Capacity in exchange for the relevant Purchaser's
purchase of an IRU in any other bandwidth capacity between the same or alternative
sites in Europe or the USA (the "New Capacity"). [Note: we cannot apply this to the
KPN European Capacity since it is a different company. Capacity in the U S sole by
Qwest can be sold back in exchange for Capacity in Europe sold by Qwest or vice
versa, but it cannot apply to KPNQ Capacity]

The aggregate purchase price of the New Capacity will be at least equal to the
repurchase price of the Capacity. Subject to this the Purchaser may purchase the New
Capacity in any amounts or units of capacity it requests.

The repurchase price of the Capacity sold back to the Provider will be the amount paid
for such Capacity by the Purchaser. The purchase price of the New Capacity will be as
agreed between the parties based on then current market conditions and will be no less
favorable than the best price offered by the Provider to any other customer for similar
New Capacity in transactions of similar volume. The Provider or its relevant affiliate
and GCNA or GC Ireland or their relevant affiliate will enter into a new agreement in
respect of the sale and purchase of the New Capacity which will be on the same terms,
as far as practicable given the New capacity being purchased, as those set out in the
Agreements. The term of the IRU in the New Capacity will be 20 years and the
agreement will contain the following clause. "The capacity is physically limited to a
specific fiber and wavelength of light within the cable and a specified amount of
capacity. Provider shall not move the capacity to another fiber or wavelength without
Purchaser's prior written consent."

Ducts

Following purchase of the Ducts GC Ireland will, upon mutual agreement of the parties
and subject to availability, and upon thirty days written notice to Qwest be allowed to
sell back the whole or part of the Ducts in exchange for GC Ireland's purchase of an
IRU in ducts elsewhere in Europe or the United States (the "New Ducts").

The aggregate purchase price of the New Ducts will be at least equal to the repurchase
price of the Ducts. Subject to this the Purchaser may purchase the New Ducts in
separate segments in Europe and the United States.

The repurchase price of the Ducts sold back to Qwest will be the amount paid for the

Ducts by GC Ireland. The purchase price of the New Ducts will be as agreed between
the parties based on then current market conditions and will be no less favorable than

CATEMP\Side Letter.doc
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Global Crossing North American Networks, Inc.

the best price offered by the Provider to any other customer for similar New Ducts in
transactions of similar volume or where this is not relevant will be the reasonable
market price in the country of purchase. Qwest or its relevant affiliate and GC Ireland
or its relevant affiliate will enter into a new agreement in respect of the sale and
purchase of the New Ducts which will be on the same terms, as far as practicable given
the New Ducts being purchased, as those set out in the Agreements. The term of the
IRU in the New Ducts will be 20 years.

Dark fiber

Following purchase of the Dark Fiber GC Ireland will, upon mutual consent of the
Parties and subject to availability, and upon thirty days written notice to Qwest be
allowed to sell back the whole or part of the Dark Fiber in exchange for GC Ireland's
purchase of an IRU in dark fiber elsewhere in Europe or the United States (the "New
Dark Fiber™).

The aggregate purchase price of the New Dark Fiber will be at least equal to the
repurchase price of the Dark Fiber. Subject to this the Purchaser may purchase the
New Dark Fiber in any different cable systems in Europe and the United States.

The repurchase price of the Dark Fiber sold back to Qwest will be the amount paid for
the Dark Fiber by GC Ireland. The purchase price of the New Dark Fiber will be as
agreed between the parties based on then current market conditions and will be no less
favorable than the best price offered by Qwest to any other customer for similar New
Dark Fiber in transactions of similar volume or where this is not relevant will be the
reasonable market price in the country of purchase. Qwest or its relevant affiliate and
GC Ireland or its relevant affiliate will enter into a new agreement in respect of the sale
and purchase of the New Dark Fiber which will be on the same terms, as far as
practicable given the New Dark Fiber being purchased, as those set out in the
Agreements. The term of the IRU in the New Dark Fiber will be 20 years.

Maintenance Costs

The Provider hereby agrees that all maintenance costs due under the Agreements will
be waived for a period of one year from the date of this letter agreement.

In the event of any conflict between the terms of this letter and the Agreements the
terms of this letter will prevail.

By signing below the parties to this Agreement agree to the terms as set out
above.

CATEMP\Side Letter.doc
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Global C}o&sing North American Networks, Inc.

Accepted and Agreed Accepted and Agreed

Global Crossing North American

Networks, Inc. Qwest Communications Corporation
Name: Name:

Title: Title:

Global Crossing Ireland Limited

Name:
Title:

*Qwest P&OM Director:
Date:

*This Agreement shall not be binding upon Qwest until countersigned by the P&OM
Director and Executive Vice President, Wholesale Markets (or an authorized designee)
for Qwest.

CATEMP\Side Letter.doc
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From: STEVE SHERMAN [steve_sh @9 ing.com]

Sent: Friday, June 22, 2001 8:53 AM

To: Jackie Armstrong; jan.schreuder@qwest.com; rwright@globalcrossing.com;
kimberiy.stout@aqwest.com; ripsm@perkinscoie.com: susan.chase@qwest.com:
brian.churm@asiag| ing.com; ted.hi iaglobalcrossing.com; douglas thieme;
darryl.caprio@qwest.com; jeaniouis.colen@kpngwesl.com; denise.cohen@qwest.com;

donna.day@gwest.com; Peter Calis: chris.young@asiaglobaicrossing.com;
chariie.carroli@asiaglobalcrossing.com; Robert Yaremko; jhgalle@qwest.com;
tksimar@gqwest.com

Subject: Re: How about the O&M holidays? Update as of Thursday

Jackie,

Just got off the phone with Peter Calis, and he is OK with the $425/km per Year,
per 2 for Maintenance Costs on the Ducts.

Steve S.

STEVE SHERMAN wrote:

V¥V VVVVYVVYYVYVVYVYVYVYVYVVYVYVVYVVYVYVVYVYVYVY

vVVYVYVvVYVYY

Jackie,

My understanding in speaking with Pecer Calis and KPN/Qwest previously is that
the Ducts(Eschenfeld-Prague-Vienna-Munich) are only B85% complete, and the
entire route will not be complete until July sometime.

Also, a 70km section(NorreNebal-Esjberg) for the Dark Fiber route between
Hamburg and Copenhagen is not complete until July either. :

GX shouldn't pay OA&M on the above 2 routes until they're are 100% available,
everything else on the GX Purchase list is ready NOW. I've asked Peter Calis to
validate this, and to confirm the Maintenance costs of $425km per year for the
ducts.

Steve S.

"Armstrong, Jackie" wrote:

i spoke to Marty about this and my suggestion is (i need to check this with
Robin as it was too late last night)thats ok with regard to the ducts and
dark fiber which we agreed to take. i believe a small portion of the dark
fiber is not ready and you will give us something we dont want until it is
ready - clearly we dont want to pay OA&M on that portion from June 30 - if
we have to for an accounting reason then there has to be some credit to us
somewhere

Jackie

----- Original Message-----

From: Schreuder, Jan

To: Armstrong, Jackie; Wright, Robin; Stout, Kimberly;
vrerveiirinsmaperkinscoie.com ¢ ¢ ¢ ' ' ' ' *; Chase, Susan (Wholesale);
Churm, Brian; Higase, Ted; Thieme, Doug; SHERMAN, STEVE; Caprio, Darryl:;
'*'Colen, Jean Louis' ' '; Cohen, Denise A; Day, Donna C

Cc: Calis, Peter; Young, Chris (AGC); Carrcll, Charles; Yaremko, Robert;

VYV VVYVYYV VY

v

1
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Cesergem, v e, we——— -

Sent: 6/22/01 12:53 AM
Subject: How about the O&M holidays? uUpdate as of Thursday
Importance: High

I do not feel comfortable with the maintenance clause. We offer you
DF/Ducts/capacity for inmediate use, therefor O&M costs should apply
from

RFS date.

1‘&180 think we need it from accounting perspective.

I would like to discuss that in the morning.

regards,

Jan

~==--0Original Message-----

From: Armstrong, Jackie

To: Wright, Robin; '‘'Schreuder, Jan' '; ‘Stout, Kimberly *';
rrervrrripsmeperkinscoie.com 't ' ' ¢ ' '; ‘Chase, Susan (Wholesale)

Churm, Brian; Higase, Ted; Thieme, Doug; SHERMAN, STEVE; 'Caprio, Darryl
',

*'Colen, Jean Louis' '; ''denise.cohenggwest.com' ';

‘ 'donna.dayggwest .com’

'

Ce: Calis, Peter; Young, Chris {(AGC); Carroll, Charles; Yaremko, Robert;
‘Gallegos, James °'; *Simard, Tana '

Sent: 21-6-2001 22:43

Subject: RE: Update as of Thursday

Revises side letter attached

From: Wright, Robin

To: 'Schreuder, Jan'; Armstrong, Jackie; Stout, Kimberly:;
treriripsm@gperkinscoie.com ¢ * ' ¢ ' '; Chase, Susan (Wholesale);
Churm,

Brian; Higase, Ted; Thieme, Doug; SEERMAN, STEVE; Caprio, Darryl;
*Colen,

Jean Louis'; 'denise.ccheng@gwest.com'; 'donna.day@gwest.com’

Cc: Calis, Peter; Young, Chris (AGC}; Carroll, Charles; Yaremko, Robert;
Gallegos, James; Simard, Tana

Sent: 6/21/01 7:59 PM

Subject: Update as of Thursday

Thanks again for the hard work.
<<Qwest 2Q Status Thurs.doc>>

<<Side Letter([2].doc>>

QEC 02189
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From: Armsirong, Jackie JArmsrong@GiobaiCros sing.com]

Sent: Sunday, June 24, 2001 6:53 PM

To: y ‘Rips, Martin-LA *; Wright, Robin; SKERMAN, STEVE: Thieme, Doug

Ce: "ibleck@uswest.com’  "wendy.wagner@qwest.com' “kelly.carer@qwest.com';
"kimberly.si q com'® Merinwiay@kpng .com’ , *graham.king@kpngwest.com' %

"matthew.scolt@gwest.com' & "susan.chase@qwest.com’ *; “jhgatle@gqwest.com' !
“casper.winkeiman@kpnqwest.com'*
Subject: RE: Comments

Marty
Dealing with each of your points in turn

atlaentie Crossing
1. Fine - its the ssme CPFA as referred to in the main agreement

EAC

1. It should say EAL Capacity - will change

2. OK - will change

3. wording is same as used on all previous de2ls - if you want to s2y price
instead thats fine with me?

Portability

1. We wont sccept this. We have had this argument every guarter and it has
previously been sccepted that ae we are only activating capscity we are
buying by 30 Jupe because this is Qwests reguirement, it would be
unreasonable that in say six months time when we activate what we actuslly
need we suftered because of a fall in the price.

park fibex

1. Degredation of fiber is not really relevant in a capacity sale as
capacity can be routed in different ways unlike buying 2 fiber so there is
ne comparison in the CPA. My business pecple tell me that Qwest should have
a lifetime gusrantee from the manufacturey and so it should not be a real
risk.

2. Scunds fine to me but I will have to rum it past our accounting pecple.

3. Fine

Marty

1 dont think there is anything more we can without business folks so i will
leave you to enjoy the rest of your day and give you a c¢2ll} in the morning.
Jackie

~»»--Original Message---
From: Rips, Martin-La
Te: Armstrong, Jackie
Cer *jiblack@uswest.com!'; ‘wendy.wagner@gwest.com';
tkelly.cartersgwest.com’; ‘kimberly.stoutfgwest.com?
terin.wrayékpngwest.com’; ’graham.king@kpngwest.com®
'matthew.scottEgwest .com'; 'susan,chase@gwest.com'; ‘jhgalle@gwest.com’;
rcasper.winkelmanSkpngwest . com'

Sents &/24/01 5:02 PM

Subject: Comments

QEC 023934
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Jackie

7 will czll you in a minute to follow up, but just wanted to identify
these

issves to you that have been raised by the Qwest £ide as of Sunday
afternoon:

Your Documents:

Atlantic letter:

1. Need to define CPA, or at least identify it by date.
EARC letter
1. Sec